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DAUFUSKIE ISLAND UTILITY COMPANY, INC.
DOCKET NO. 2011-229-WS
PRE-FILED TESTIMONY OF LYNN M. LANIER
BEFORE THE SOUTH CAROLINA PUBLIC SERVICE COMMISSION
Testimony Prepared: May 3, 2012

Hearing Date: May 30, 2012

THIS TESTIMONY IS FILED PURSUANT TO PSC LETTER DATED MARCH 20, 2012.
THE INTERVENOR RESERVES THE RIGHT TO PROVIDE ADDITIONAL
TESTIMONY CONCERNING FURTHER INTERROGATORY RESPONSES AND
REBUTTAL TESTIMONY TO BE PRE-FILED PURSUANT TO SAID ORDER, BY THE

APPLICANT AND/OR ANY OTHER PARTY TO THIS PROCEEDING.

MR. BEACH: PLEASE STATE YOUR NAME, EMPLOYER AND BUSINESS
ADDRESS.

MR. LANIER: My name is Lynn M. Lanier and | am employed by GDS Associates, Inc.
(“GDS”), a utility consulting and engineering firm with its principal offices in Marietta, GA. |
am a Principal in the Firm. My business address is 1850 Parkway Place, Suite 800, Marietta, GA

30067.

MR. BEACH: PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND:

MR. LANIER: I hold a Bachelor of Science Degree in Industrial Management from the

Georgia Institute of Technology, with emphasis in economics and finance.

MR. BEACH: PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE.
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MR. LANIER: I have been employed in the utility business for my entire career of over 38
years. From 1972 to 1977, including part of the time while | was a student in college, | was
employed by Southern Engineering Company of Georgia as a utility rate analyst, where most of
my work was related to determining revenue requirements, cost allocation, and rate design,
primarily on behalf of utility companies, but also representing intervenors in rate cases at the
state and federal level. From 1977 to 1989, | was employed in various senior management
positions with electric cooperatives in Georgia and South Carolina, including a 6 year stint as
CEO of an electric cooperative in South Carolina. From 1989 until the present, | have been
employed as a Senior Consultant with GDS Associates, Inc., primarily in the areas of utility
rates, cost of service, rate design (both wholesale and retail), and numerous miscellaneous rate
and cost of service projects, including a recent water and sewer rate case before this
Commission. In addition, since about 1995 | have been the Firm’s Practice Leader in the US
Dept of Defense Utility Privatization Program, where | have led the Firm’s efforts in assisting
electric and water/wastewater utilities in their efforts to acquire electric, gas, water, and
wastewater systems on DOD installations. In this regard, we have represented several investor-
owned water/wastewater utility companies and/or affiliates. These projects require the
development of projected revenue requirements in order to establish pricing for the contract
offer. I have been a Principal in the Firm since 1995. My professional resume is included as

Exhibit 1.

MR. BEACH: HAVE YOU PREVIOUSLY PRESENTED TESTIMONY BEFORE THIS

OR OTHER REGULATORY COMMISSIONS, COURTS, ETC.?
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MR. LANIER: Yes. | have presented expert testimony before the state regulatory commissions
in Indiana, Louisiana, Michigan, Mississippi, Texas, Vermont, and Virginia. In addition, | have
presented testimony before the United States Tax Court. In the recent Kiawah Island Utility, Inc.
rate case before this Commission, | provided testimony on several issues, including rate base,
rate of return on rate base, return on equity, operating margin, etc., in the representation of a
property owner’s group that had intervened in the Case. | have also presented testimony as a
company witness before the South Carolina Public Service Commission as a fact witness in a
territorial matter and in a matter pertaining to the acquisition of a small private power company

while I was CEO of Lynches River Electric Cooperative, Inc. in Pageland, SC.

MR. BEACH: WHAT HAS BEEN YOUR EXPERIENCE IN UTILITY RATE CASES

AND RELATED MATERS IN UNREGULATED JURISDICTIONS?

MR. LANIER: I have already mentioned my experience in representing entities, primarily
utility companies or utility company affiliates, in pursuing utility privatization contracts on US
military bases. That work has included the development of proposals, including the development
of price proposals for electric, gas, water, and wastewater systems. The systems range from
small to relatively large and require the development of the projected costs or revenue
requirements, including profit or margin levels, for the Price Proposals. In addition, beginning
with my experience with Southern Engineering Company of Georgia in 1972 and continuing
throughout my career in utility management positions and over the course of my career at GDS
from 1988 until now, | have done a tremendous amount of rate work for electric cooperatives
and a few municipal electric systems, and a few publicly owned gas and water/wastewater

systems, throughout the US. Some of this was in a support role to other consultants within the
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firm. Presently, | and/or my firm represents and performs utility rate services for almost all of
the 20 electric cooperatives in South Carolina. While they may not be subject to state regulatory
commission rate regulation, the development of revenue requirements is very similar, if not
virtually the same, as is done in the regulated arena, including the development of revenue
requirements on the basis of rate of return on rate base as well as other approaches such as and

including interest coverage, sometimes referred to as “Times Interest Earned Ratio” or TIER.

MR. BEACH: WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS MATTER?

MR. LANIER: The purpose of my testimony is incorporate the expense and rate base
adjustments proposed by my colleague Ms. Ellen Blumenthal into our view of the Daufuskie
Island Utility Company, Inc.’s (DIUC’s or “the Company’s) revenue requirements and to
present an alternate approach for determining the Return on Equity or profit level in the
determination of total revenue requirements; and finally, to recommend a schedule of rates and

charges reflecting the recommended revenue requirements and profit level.

MR. BEACH: HAVE YOU REVIEWED THE RATE FILING APPLICATION OF DIU
IN THIS CASE AND PARTICULARLY THE PROPOSED REVENUE
REQUIREMENTS, THE EQUITY RETURN REQUESTED, AND THE OVERALL
REVENUE INCREASE REQUESTED?

MR. LANIER: Yes | have.

MR. BEACH: AND WHAT IS YOUR OVERALL ASSESSMENT OF THE COMPANY"’S

FILING?
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MR. LANIER: While the Company is obviously experiencing challenging times, | believe that
the Company’s requested increase is excessive and that the attempt to implement uniform rates,
particularly in view of the almost 100% requested increase in revenues, is inappropriate at this
time. The increase would result in complete rate shock for the Company’s customers and the
property owners to whom availability fees are charged. In my view, the Company is not being
operated in the most efficient and economical fashion and, in fact, is being operated poorly. That
being the case, I think it would be a serious mistake for the Commission to grant even a
significant portion of the Company’s requested increase, as that would not encourage the
Company to improve its operations and management practices. Almost all of the Company’s
request is for the purpose of increasing the profit level or return on equity, when in fact,
what the Company needs is an injection of debt capital to fund some badly needed capital
improvements and repairs. And I believe that the Company can obtain the debt capital that it

really needs without the profit margin/return on equity that the Company is requesting.

MR. BEACH: HAVE YOU REVIEWED THE COMPANY’S RATE FILING
APPLICATION AND PARTICULARLY THE PROPOSED REVENUE
REQUIREMENTS, THE EQUITY RETURN REQUESTED, AND THE OVERALL

REVENUE INCREASE REQUESTED?

MR. LANIER: Yes, | have. According to the Application, for the combined water and sewer
systems, DIUC is requesting adjusted operating expenses of $755,783 and proposed revenues of
$1,486,291, resulting in an overall 97.6% increase in rates and charges. This request results in
an increase in the Company’s Net Operating Income (i.e., income for return) from the test year

level of $75,246 to $542,917, which equates to an 8.34% Rate of Return on the Company’s
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claimed, but, I believe significantly inflated, rate base, and an operating margin of 36.5%. (See
Exhibit-2). Interestingly, the Company does not provide the Operating Margin calculation on any
of its income statement schedules in the application (i.e., A-4, WC, and SC), although the
Company and its experts are obviously aware of the requirements of SC Statute 58-5-240(H),
which requires that in Water and Sewer Rate Cases, the Commission “specify” an operating
margin. In fairness to the Company, though, as shown on Schedule A-3 of the application, the
Company is proposing a pro forma capital structure, in which a $3.5 million debt issue would
replace the same amount of equity capital, at a proposed interest rate of 6.5%. This would result
in interest expense of $227,175 annually. Since interest expense has been included in the
revenue requirements calculations on Schedules W-F.1 and S-F.1, and the tax calculations on W-
C.1 and S-C.1 include the deduction for interest expense, it is only necessary to deduct interest
expense from Net Operating Income to determine Operating Margin. As shown, the Operating
Margin would be a very healthy and, in my opinion, excessive 21.2%, which also represents an

after tax return of 10.5% on the equity portion of the Company’s claimed rate base.

MR BEACH: DO YOU AGREE WITH THE SCHEDULES PREPARED BY

GUASTELLA ASSOCIATES IN SUPPORT OF THE COMPANY’S APPLICATION?

MR. LANIER: No. Ido not. My colleague, Ms. Blumenthal and | have thoroughly reviewed
all of the schedules included with the application prepared by Guastella Associates, as well as all
the responses that the Company has made to questions and requests for information by the Office
of Regulatory Staff (“ORS”) and by our clients, and we have made a number of adjustments. In
her testimony, Ms. Blumenthal recommends a number of expense and rate base adjustments, the

rationale for which she provides in her testimony. In addition, | have made one revenue
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adjustment, in addition to those made by the Company, but which provides a relatively
significant annual increase in revenue, such that the Company’s Adjusted Net Operating Income
under present rates and charges would be positive, resulting in a smaller needed revenue
increase.

I should point out that the Company was gracious enough to provide the functional MicroSoft
Excel Workbook used in the application and prepared by Guastella Associates, entitled
“Schedules in Support of a Rate Increase” and dated December 2011. Since the Company and
ORS are familiar with this set of schedules, we have made our adjustments, using the same set of
schedules, although we have altered calculations used to reflect the adjustments we have
proposed. Our version of the Schedules, which I am sponsoring in whole and which Ms.
Blumenthal is sponsoring, in part, is attached hereto as Exhibit - 3.

MR. BEACH: WHAT WAS THE ONE REVENUE ADJUSTMENT YOU MADE TO

THE COMPANY’S ADJUSTED REVENUES?

MR. LANIER: The Company charges Service Availability Fees to lot owners in the various
developments on the island, where water and/or sewer service have been made available, but
where there is not yet any structure on the lot. There are two developments on the Island, Oak
Ridge and Beech Field, where there are approximately 100 lots in which water and sewer service
has been made available, but the Company is not currently charging the lot owners the Service
Availability Fees. The developments are in close proximity to the Melrose Plantation and
Bloody Point developments. Homes in these two developments are currently charged the
Melrose Plantation/Bloody Point rates and undeveloped lots are charged the Melrose
Plantation/Bloody Point availability fees, such that it would be appropriate to consider these lots

under the Melrose Plantation/Bloody Point Availability Fees. The Availability Fee for water and
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sewer is $58.50 each per quarter, representing a total of $117 per lot, per quarter. Thus, 100 lots
times $117 per quarter, times 4 quarters, equals $46,800 per year in additional revenues under
current rates and charges. The Company claims that the schedules of Availability Fees has been
approved by the Commission and, therefore, the Company should be obligated to charge
Availability Fees to all lot owners subject to such fees. Applying these fees to Oak Ridge and
Beach Field increases water system revenues and sewer system annual revenues by $23,400
each. | have made these adjustments to Pro Forma Present Rates on Schedules W-C and S-C in

Exhibit- 3. These are also reflected in the totals on Schedule A-4.

MR. BEACH: WHAT ADJUSTMENTS HAVE BEEN MADE TO THE COMPANY’S

OPERATING EXPENSES AND DEDUCTIONS?

MR. LANIER: As outlined in her testimony, Ms. Blumenthal recommends adjustments to the
Company’s Pro Forma Adjusted expenses, as shown on Schedules W-C and S-C in Exhibit-3.
As shown on Schedule W-C, Ms. Blumenthal recommends adjustments which reduce DIUC’s
water system expenses by $35,109. On Schedule S-C, Ms. Blumenthal recommends adjustments

which reduce DIUC’s wastewater system expenses by $21,816.

MR. BEACH: DO YOUR AGREE WITH THE COMPANY’S CLAIMED RATE BASE

AND RETURN ON RATE BASE?

MR. LANIER: No, I do not. As Ms. Blumenthal demonstrates in her testimony, the
Company’s rate base is overstated. Table 1 in her testimony summarizes her adjustments to both
the water and wastewater rate bases which she supports. These adjustments are included in

Schedules W-B and S-B, and are used as the total capital amount in the Capital Structure on

Page 8 of 22



10

11

12

13

14

15

16

17

18

19

20

21

Schedule A-3.The water system rate base, as adjusted, is $2,191,193. The wastewater system

rate base, as adjusted, is $2,820,123.

MR. BEACH: DO YOU AGREE WITH THE COMPANY’S APPROACH OF USING
RETURN ON RATE BASE AS THE APPROPRIATE MANNER OF DETERMING

WHAT THE COMPANY NEEDS IN TERMS OF AN EQUITY RETURN?

MR. LANIER: No, I do not. Using Ms. Blumenthal’s adjusted rate base amounts, together
with the recommended adjustments in expenses and deductions for the water and sewer systems,
along with my adjustment to revenues for the additional availability fees, results in the need for a
smaller rate increase. However, providing the Company with an overall return on rate base of
8.34% still results in an increase that | believe to be excessive and unwarranted and provides the

Company with a return on equity that, under the circumstances, | believe is unjustified.

MR. BEACH: ARE YOU PROPOSING AN ALTERNATE APPROACH FOR

DETERMINING AN APPROPRIATE RETURN ON EQUITY OR PROFIT?

MR. LANIER: Yes, I am. On Schedule A-3.1 of the Schedules included in Exhibit-3, | have
listed all the capital needs claimed by the Company. In his testimony, Mr. Guastella states that
while he believes he can obtain financing for the $3.5 million in debt issuance from CoBank, he
also states that the lenders he has spoken with, presumably including CoBank, will not advance
funds to DIUC until an approximately $1.3 million loan from Coastal States Bank to CK
Materials, the parent of DIUC, is paid off, so that the DIUC assets will be free of any liens.
Apparently, the assets of DIUC are pledged by CK Materials as collateral for the $1.3 million

loan. In addition, Mr. Guastella has attached to his testimony a schedule of capital improvement
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and repair items that the Company claims need to be made. In his testimony, Mr. Guastella also
mentions a repair that needs to be made to a waste treatment lagoon, at the cost of $100,000 to
$200,000. 1 used the $200,000 amount and all of the amounts exactly as listed by Mr. Guastella
in his attached schedule, which total $2.5 million. While Mr. Guastella proposes a debt infusion
of $3.5 million, it appears that the Company’s actual capital needs are only $2.5 million. Mr.
Guastella does state that the $3.5 million is needed for capital improvement, repairs, and other
needs, but it appears that other needs would be approximately $1.0 million in operating capital,
which he has not shown that the Company needs.

Mr. Guastella also stated in his testimony that he expected the loan to come from CoBank, at a
rate of 6.5%. CoBank is a major lender to electric cooperatives and | have dealt with CoBank a
good bit in the past. CoBank is a cooperative and distributes a portion of its profits or patronage
capital to its borrowers each year. The normal cash distribution is equal to 65 basis points and
another 10 basis points is distributed as assigned margins. | have subtracted the 75 basis point
CoBank distribution from the 6.5% rate quoted by Mr. Guastella. | have reflected the net rate of
5.75% in Schedules A-3, W-D, and S-D in Exhibit-3.

Rather than a return in equity, as requested by the Company, | believe a more appropriate
approach would be for the Commission to provide an interest coverage allowance. An interest
coverage of 1.5 times is commonly used in the utility industry. This coverage level reimburses
the utility for the interest it pays and provides an equity return of 0.5 times the interest expense.
I recognize that the Company needs cash, but the Commission should not authorize more than
$2.5 million of new debt. The interest on this $2.5 million at 5.75% is $143,750. The 50 basis

point margin included in the 1.5 times interest coverage translates to $71,875, which is the after
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tax equity return. This amount then needs to be grossed up for state gross receipts tax and state
and federal income tax.

I have assigned the $2.5 million debt to the Water and Sewer systems based on each system’s
Rate Base as shown on Schedules W-D and S-D. On this basis, the 50 basis point margin of
$71,875 would result in $31,334 being assigned to the Water System (See Schedule W-F.1) and
$40,328 being assigned to the Sewer System (See Schedule S-F.1). On my Schedule W-F.1, the
$31, 334 assigned to the Water System is grossed up for gross receipts tax and state and federal
income tax, to arrive at a before tax equity return of $42,152. The Total Revenue Requirement
for the Water System is $470,202. A federal tax rate of 21% was used in the gross up
calculation. This rate is the federal tax rate that would be applied to the Company’s total net
income using the interest coverage approach. The equity return for the sewer system is $42,152,
as shown on my Schedule S-F.1. When this amount is grossed up for gross receipts tax and state
and federal income tax, the total before tax return is $54,250, resulting in a total revenue
requirement for the sewer system of $443,987.

The rate of return on rate base (as adjusted) for the utility is 4.3% (See Schedules A-3, W-D, and

S-D). This rate of return is calculated using a 5.75% cost of debt and a 2.86% cost of equity.

MR. BEACH: WHY DO YOU FEEL THAT THIS RETURN ON EQUITY IS

JUSTIFED?

MR. LANIER: In my opinion, DIUC is not being managed effectively or economically. As has
been revealed in the Company’s filing, Mr. Guastella’s firms, Guastella Associates, LLC and G,
have been hired to manage DIUC. Mr. Guastella is an honorable man and I do not fault him for

taking the assignment, but the fact that a small water and sewer utility company with less than
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500 active customers has to resort to hiring a Boston based consulting firm to manage its affairs
is an indictment of the inability or incapability of the parent/stockholder to manage the utility
company. There are also other indicators that the Company is not being managed well. For
example, it has come to light that the Company had not paid the taxes on a parcel of property on
which a water storage facility was located, and that this parcel was sold at auction by Beaufort
Count for the satisfaction of taxes owed. This is obviously an embarrassing situation and Mr.
Guastella felt compelled to address it in his testimony. Mr. Guastella’s reason for why the
auction took place is that the Company did not receive a notice by mail from the County and,
therefore, did not know that the auction was going to take place. It is the taxpayer’s
responsibility to pay these taxes whether or not they receive a tax bill. Consequently, the fact
that the utility and G, may not have received a tax bill does not justify its failure to timely pay
the property taxes due. This is clear evidence of the problems of a distant manager’s ability to
exercise oversight over the affairs and activities of the Company. While Mr. Guastella says that
he has talked with the purchaser of the property, who seems reasonable, one would think that
anyone holding ownership of a piece of property that the Company obviously needs to reacquire
would use that leverage to extract a substantial price. And it would be completely unrealistic to
think otherwise.

Other indications that the Company is not well managed include the lack of or the lack of
adequate liability insurance, failure to pay taxes on properties owned, frequent payment of late
fees on bills for materials and supplies and services, and loan repayments. So while the
Commission should authorize a return on equity sufficient to allow the Company to earn a
margin or profit to provide reasonable security to the lender, the Commission should not

authorize anything more at this time. This will give the Company the incentive to pursue more
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effective and more economical management of DIUC. Many capable people are available in the
area from Savannah, GA to Charleston and points in between, including Hilton Head, and
Daufuskie Island. Surely, DIUC can find someone in the reasonably local area, who can manage
DIUC. While the Company may well need the services of a firm such as Guastella Associates
from time to time, it should not need to turn over the complete management of the Company to
such a firm.

MR. BEACH: IS PRECEDENT FOR AUTHORIZING SUCH A LOW RETURN

AUTHORIZED BY THE COMMISSION?

MR. LANIER: Yes. Inarecent Carolina Water rate case, ORS witness Dr. Douglas Carlisle
recommended a ROE range of 9.02% to 10.03%. In its order, the Commission denied the
utility’s requested rate relief, but determined that the 6.42% ROE, as calculated by an ORS staff
witness, “was sufficient under the circumstances,” but also acknowledged that the Company
would continue to have the opportunity to earn the authorized ROE of 9.4% granted in Order No.
2008-855. “Under the circumstances”, as referred to in the Commission Order, referred to
significant weaknesses found in the Company’s operations, not unlike the situation with DUIC.
On the night of April 30", the Commission conducted a hearing on Daufuskie Island. The
hearing was well attended with numerous complaints voiced as to lack of presence of Company
management personnel, lack of responsiveness of management personnel, and the shock of the
proposed increase in rates and charges of almost 100% and more than that for some charges.
Thus, in my opinion, the Commission has more than sufficient justification to award an equity

return on the low end of the scale.
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MR. BEACH: IS THERE ANOTHER APPROACH THAT MIGHT BE APPROPRIATE
FOR THE COMMISSION TO TAKE IN DECIDING UPON DIUC’S RATE

APPLICATION?

MR. LANIER: Yes, the Commission could set a fair rate of return for DIUC based upon an

operating margin approach.

MR. BEACH: ARE THERE ANY REASONS WHY THE COMMISSION SHOULD

VIEW DIUC’S APPLICATION FROM THIS PERSPECTIVE?

MR. LANIER: Yes. Based upon the makeup of this particular utility, operating margin could

be a more appropriate approach in this application.

MR. BEACH: HAS THE COMMISSION ISSUED ANY ORDERS RECENTLY THAT
SUPPORT THE UTILIZATION OF AN OPERATING MARGIN METHODOLOGY IN

THIS CASE?

MR. LANIER: It is my understanding that the Commission has chosen to set water and sewer

rates based upon Operating Margin for the overwhelming majority of Water/Sewer Rate utilities
under their jurisdiction. Indeed, in the recent Kiawah Island Utility case, Docket No. 2011-317-
WS, the Commission rejected the return on rate base approach and, instead, set the utility’s rates

based upon operating margin.

MR. BEACH: HAVE YOU TAKEN A POSITION BEFORE THIS COMMISSION
REGARDING WHETHER RATES SHOULD BE SET BASED UPON RETURN ON

RATE BASE OR OPERATING MARGIN?
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MR. LANIER: Yes, in the Kiawah case | recommended that the Commission set rates based

upon return on rate base instead of operating margin.

MR. BEACH: DID THE COMMISSION ACCEPT YOUR RECOMMENDATION IN

THAT CASE?

MR. LANIER: No, in the Commission’s order issued on February 8, 2012 in the Kiawah case,
the Commission rejected the return on rate base methodology and expressly found that the

operating margin methodology was the more appropriate methodology.

MR. BEACH: DID THE COMMISSION IN DOCKET 2011-317-WS SET FORTH ANY
REASON FOR ADOPTING OPERATING MARGIN THAT MIGHT ALSO CALL FOR

THAT SAME APPLICATION HERE?

MR. LANIER: Yes. In rejecting return on rate base and adopting operating margin, the
Commission stated that it “has adjusted rates based upon the operating margin in all previous
rate applications of KIU.” That is also the case here. In the previous applications of both Haig
Point Utility Company and Melrose Utility Company, the Commission set rates based upon

operating margin.

MR. BEACH: HAVE YOU CALCULATED THE OPERATING MARGIN, BASED ON
THE COMPANY’S FILING AND BASED ON YOUR RECOMMENDED APPROACH

USING INTEREST COVERAGE FOR THE EQUITY RETURN?

MR. LANIER: Yes. As shown on my Schedule A-4 of my Exhibit-2, | have calculated the
operating margin without any consideration for interest expense, as reflected in the Company’s

Pro Forma Capital Structure. As shown, the Operating Margin would be 36.5%. Under the
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assumption that the Company will borrow and pay interest at 6.5% on $3.5 million, the interest
deduction would be $227,175 and the Operating Margin would be $315,742, or about 21.2% of
total revenues. Based on our revenue requirement in which the return is calculated using the
interest coverage methodology, the operating margin is 7.8%, as shown on my Schedule A-4 in
Exhibit-3. This calculation includes interest expense on $2,500,000, at my recommended rate of
5.75%, and the state and federal income taxes on net income. It must be noted, though, that the
7.8% operating margin results largely from the infusion of $2,500,000 in debt capital and the
interest thereon. However, the pro forma interest expense will not be incurred in whole
immediately, but will occur gradually as draws are made against the loan arranged by the

Company.

MR. BEACH: HOW ADEQUATE DO YOU THINK THE OPERATING MARGIN
WOULD BE UNDER THE COMPANY’S FILING AND BASED ON YOUR

RECOMMENDATIONS OF THE EQUITY RETURN?

MR. LANIER: In my opinion, the operating margin inherent in the Company’s proposed
revenue requirement, either before (36.5%) or after considering a pro forma interest expense
(21.2%) is excessive. For example, in the last Haig Point Utility Rate Case (Docket No. 2005-
74-WI/S), the Commission awarded a 12.34% Operating Margin. In the last Melrose Utility
Company case (Docket No. 2005-74-W/S), the Commission awarded a 9.34% Operating Margin.
Furthermore, in the recent Kiawah Island Utility rate case, the Commission awarded a 13.75%
Operating Margin. Under my recommended interest coverage approach, the operating margin

net of interest expense is 7.8%, which is both reasonable and adequate.
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MR. BEACH: HAVE YOU DEVELOPED ALTERNATIVE RATE DESIGNS TO
RECOVER THE REVENUE REQUIREMENT REFLECTED IN EXHIBIT-3 THAT

YOU AND MS. BLUMENTHAL HAVE DETERMINED?

MR. LANIER: Yes. Using the template provided in the Excel Work Book provided by the

Company, | have recalculated the proposed rates.

The Company’s approach, as reflected on Schedule W-F.2 (S-F.2 for Sewer) is to calculate
uniform rates for the DIUC (formerly Haig Point Utility Company) and Melrose
Plantation/Bloody Point (formerly Melrose Utility Company) customers and to eliminate the
22,500 gallon per quarter customer usage allowance enjoyed by the Melrose Plantation/Bloody

Point customers. The Company also proposes to make Availability Fees uniform.

Because the rate structures and availability fees for DIUC and Melrose Plantation/Bloody Point
are so different, and the revenue increase we are recommending is lower, | have calculated rates
based on the rate structures currently in effect. Melrose Plantation/Bloody Point customers
would continue to have the usage allowance and the Availability Fees would be different from
the DIUC area. My recommended rates (See Exhibit- 3) are shown on my Schedule W-F.2 (S-
F.2 for Sewer) and W-E.2 (S-E.2 for Sewer) and represent an increase in revenues over Pro
Forma Existing Rates (which include the additional Service Availability Revenue from Oak
Ridge and Beech Field), of 12.6% for the Water System, 16.5% for the Sewer System, and
14.5% (See Schedule A-4), overall. A comparison of my proposed rates and the Company’s

proposed rates, along with comparisons to the Existing Rates is shown in Table 1, below:
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TABLE 1

WATER Existing Company Proposed Alternative Proposed
Rate Increase Rate Increase
BASIC SERVICE:
Residential-DIUC $45.00 $106.05 135.7% $50.65 12.6%
Residential-MUC/BP $58.50 $106.05 81.3% $65.85 12.6%
Commercial-DIUC $63.00 $148.48 135.7% $70.91 12.6%
Commercial-MUC/BP $99.00 $148.48 50.0% $111.43 12.6%
Multi-Family-MUC/BP $99.00 $148.48 50.0% $111.43 12.6%
Availability Billing-DIUC $22.50 $76.36 239.4% $25.33 12.6%
Availability Billing-MUC/BP $58.50 $76.36 30.5% $65.85 12.6%
USAGE:
Residential-DIUC $2.00 $3.14 57.0% $2.25 12.6%
Residential-MUC/BP $1.77 $3.14 77.4% $1.99 12.6%
Commercial-DIUC $2.00 $3.14 57.0% $2.25 12.6%
Commercial-MUC/BP $1.41 $3.14 122.7% $1.59 12.6%
Multi-Family-MUC/BP $1.41 $3.14 122.7% $1.59 12.6%
TPL Treatment Plant-DIUC
0 to 18,000 gals (quarterly) $2.00 $3.46 73.0% $2.25 12.6%
18,001 to 60,000 gals $2.24 $4.08 82.1% $2.52 12.6%
Ower 60,000 gals $2.54 $4.71 85.4% $2.86 12.6%
Irrigation-DIUC
0 to 18,000 gals (quarterly) $2.00 $3.46 73.0% $2.25 12.6%
18,001 to 60,000 gals $2.24 $4.08 82.1% $2.52 12.6%
Ower 60,000 gals $2.54 $4.71 85.4% $2.86 12.6%
Irrigation-MUC
0 to 18,000 gals (quarterly) $1.20 $3.46 188.3% $1.35 12.6%
18,001 to 60,000 gals $1.20 $4.08 240.0% $1.35 12.6%
Ovwer 60,000 gals $1.20 $4.71 292.5% $1.35 12.6%
. Company Proposed Alternative Proposed
SEWER Existing Rate Increase Rate Increase
BASIC SERVICE:
Residential-DIUC $80.00 $148.01 85.0% $93.20 16.5%
Residential-MUC/BP $58.50 $148.01 153.0% $68.15 16.5%
Commercial-DIUC $129.16 $207.22 60.4% $150.47 16.5%
Commercial-MUC/BP $99.00 $207.22 109.3% $115.33 16.5%
Multi-Family-MUC/BP $99.00 $207.22 109.3% $115.33 16.5%
Availability Billing-DIUC $40.00 $95.47 138.7% $46.60 16.5%
Availability Billing-MUC/BP $58.50 $95.47 63.2% $68.15 16.5%
USAGE:
Residential-DIUC $0.96 $1.84 91.7% $1.12 16.5%
Residential-MUC/BP $1.41 $1.84 30.5% $1.64 16.5%
Commercial-DIUC $0.96 $1.84 91.7% $1.12 16.5%
Commercial-MUC/BP $1.41 $1.84 30.5% $1.64 16.5%
Multi-Family-MUC/BP $1.41 $1.84 30.5% $1.64 16.5%
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MR. BEACH: WHY DO YOU FEEL THAT A CONTINUATION OF THE PRESENT
RATE STRUCTURES AND THE PRESERVATION OF THE USAGE ALLOWANCE
FOR THE MELROSE PLANTATION/BLOODY POINT CUSTOMERS IS

APPROPRIATE?

MR. LANIER: In my opinion, the impact of moving from the present rate structures as

proposed by the Company is simply too great a change to be acceptable.

MR. BEACH: HOW DOES YOUR APPROACH TO THE DETERMINATION OF THE
REASONABLE AND NECESSARY RETURN DIFFER FROM THE APPROACH AND
RATIONALE OFFERED BY MR. GUASTELLA IN HIS TESTIMONY AND

EXHIBITS?

MR. LANIER: None of the Company’s witnesses addresses rate of return in prefiled testimony.
While the Company’s Filing and the “Schedules in Support of a Rate Increase” included with the
Company’s filing clearly show that the Company is requesting to use the Return on Rate Base
approach for revenue requirements and that the Company is requesting a 6.5% cost of debt and a
10.5% Return on Equity, the Company has provided no support whatsoever. The 10.5% Return
on Equity is not mentioned in Mr. Guastella’s testimony and in Mr. White’s testimony, he only
says that “the rate increase would generate a rate of return on equity of 10.5% ...” In fact, on
Schedule A-3 of the electronic version of the Company’s application, the 10.5% Cost Rate for
Equity is an “input”, such that the Return on Equity was clearly specified at 10.5%, rather than it
being a residual number. Furthermore, neither Mr. Guastella nor Mr. White offer support for
the 6.5% interest rate on the proposed debt issue. The only statement made is that they have

“estimated the rate to be 6.5%”. No evidence of this interest rate by any financial institution has
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been provided, to date. In my view, it is extremely presumptuous of the Company’s expert
witnesses to expect the Commission to simply accept the 6.5% interest rate, the need for $3.5
million in new debt, and a 10.5% return on equity, without any justification whatsoever, other

than a few vague assertions.

MR. BEACH: IF THE COMMISSION SHOULD REJECT YOUR
RECOMMENDATION OF DETERMINING AN EQUITY RETURN BASED ON
INTEREST COVERAGE AND ALSO REJECT THE USE OF OPERATING MARGIN,

WHAT WOULD BE YOUR RECOMMENDATION?

MR. LANIER: | would recommend that the parcel of land with the water tower and the water
tower, along with the Haig Point Wastewater Treatment Plant, be removed from the rate base,
and possibly some revenue requirements, such as property taxes on these assets, be eliminated.
A rate of return would then be calculated based upon only $2.5 million in debt capital (based
upon the information that DIUC has currently provided as to its capital needs) and not more than
a 5.75% interest rate. And | would recommend a Return on Equity on the low end of a

reasonable range.

MR. BEACH: WHAT WOULD YOU CONSIDER TO BE A REASONABLE RANGE IN

THIS CASE?

MR. LANIER: In the Carolina Water Case, mentioned previously, the Commission determined
that a 6.42% Return on Equity was sufficient under the circumstances. Given the Company’s
failure to properly manage its affairs, it is my opinion that a return on equity of not more than

6.42% would be at the extreme high end for this rate proceeding.
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MR. BEACH: DOES THIS CONCLUDE YOUR TESTIMONY?

MR. LANIER: Yes, it does.

END OF DIRECT TESTIMONY
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LIST OF EXHIBITS TO ACCOMPANY TESTIMONY

EXHIBIT 1 — Professional resume of Lynn M. Lanier

EXHIBIT 2 - Schedule A-4 from DIUC’s Filing, with Operating Margin Calculations

calculations

EXHIBIT 3 — Alternative “Schedules in Support of a Rate Increase”
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EDUCATION: Bachelor of Science in Industrial Management,
Co-Operative Plan, Georgia Institute of Technology, 1975

EXPERIENCE:

Mr. Lanier is a Principal in the Firm and has over thirty-eight years experience in the electric utility
industry with an extensive background in the areas of management, operations, and finance,
primarily with electric distribution systems. His experience includes a broad range of retail and
wholesale rate, financial analysis, marketing, operational analysis, valuation, and merger/acquisition
consulting projects. He also served as General Manager/CEQO of an electric cooperative in South
Carolina for 5-1/2 years.

Employment Experience:

1988 - Present: GDS Associates, Inc. - Mr. Lanier is responsible for providing services to
and directing projects primarily for electric distribution systems in a number
of areas including financial analysis and planning; reorganization studies
such as mergers and acquisitions, consolidations, and valuation studies;
marketing programs; demand-side planning and analysis; productivity
studies; retail and wholesale rates; and various costs analyses, including
outdoor/street lighting rates, joint pole use attachment rates, etc.

His experience at GDS includes demand-side planning, end-use analysis,
marketing program analyses and development, development of demand-
side/marketing program incentives, the development of electric service
contracts, agreements, and easements, revenue and power cost forecasting
and budgeting, competitive rate analyses, evaluation and development of
industrial service rates, retail rate and cost-of-service studies, policy and
service rule development, development of special rates, wholesale rate
design, operational/management evaluations, cost reduction studies,
valuation studies, privatization/acquisition projects, and certificated service
area dispute resolution, along with a number of related projects. Since 1995,
he has been the Firm’s Practice Leader in the federal DOD Utility
Privatization Program, primarily representing electric and water/wastewater
utility companies and affiliates in efforts to acquire utility privatization
contracts.

1983 - 1988: Lynches River Electric Cooperative, Inc. - As General Manager, Mr. Lanier
was Chief Executive Officer responsible for the operation of the
Cooperative. Major achievements include: development of planning,
budgeting, and cost tracking systems; implementation of automated
accounting systems; rate analyses and development of special industrial rates
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1978 - 1983:

1976 - 1978:

1971 - 1976:

and contracts; development of industrial service proposals; and development
of automated feasibility analysis for facilities investment. Mr. Lanier also
developed numerous forms of contracts, agreements, and easements.

Particularly noteworthy among his accomplishments were his successful
efforts in the acquisition of a small private power company, including all
feasibility analyses, REA lien accommodation for 100% private financing,
negotiation of terms of sale and closing of same, filings and testimony
before the South Carolina Public Service Commission, and timely
integration into the Cooperative's distribution system.

Mr. Lanier was instrumental in the development of a G&T-wide power
marketing program and led its implementation by developing and
implementing the first member system comprehensive marketing program,
including selective appliance promotion toward target markets, incentive
rates, financing and cost sharing program, and general promotional program.

In addition, Mr. Lanier was personally involved and participated extensively
in numerous system engineering studies, power requirements studies, loan
applications, borrower environmental reports, load management system
implementation, and numerous "service territory" related matters.

Walton Electric Membership Corporation, Monroe, Georgia - As Manager
of Administrative Services, Mr. Lanier was responsible for organizational
planning, management development, personnel administration, staff
services, retail rates and service rules and regulations. Mr. Lanier's activities
included annual business plans and budgets, rate and cost-of-service studies,
industrial service proposals, long-range organizational plan, safety
management program, development of an extensive management
performance report, extensive bylaw revisions, and policy development.

Colquitt Electric Membership Corporation, Moultrie, Georgia - As
Administrative Assistant, Mr. Lanier's responsibilities included organization
planning, budgeting, management systems, policy development, and general
administrative responsibilities. His activities included development of a
planning and budgeting system, a large power load research project, data
processing study, re-writing the policy manual, and numerous other general
analyses and activities.

Southern Engineering Company of Georgia, Atlanta, Georgia - Mr. Lanier
began work with Southern Engineering Company as a rate analyst while a
student at Georgia Institute of Technology. Upon graduation in 1975, he
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was employed as a rate and financial consultant. His responsibilities
included retail rate and cost-of-service analyses, preparation and delivery of
expert testimony before various public service commissions, presentation of
reports to management and boards of directors of various utilities,
preparation of financial forecasts for electric cooperatives, and providing
other financial and rate related advice and services to electric utilities,
including assistance with service rules, regulations, and contracts.

REGULATORY EXPERIENCE:

Mr. Lanier has presented expert testimony and/or prepared testimony and exhibits in retail and
wholesale rate and cost-of-service matters before the following state utility regulatory commissions:

Louisiana Public Service Commission
Vermont Public Service Commission
Public Service Commission of Indiana
Virginia State Corporation Commission
Public Utility Commission of Texas
Michigan Public Service Commission
Mississippi Public Service Commission
South Carolina Public Service Commission

In addition, Mr. Lanier also submitted testimony and appeared before the South Carolina Public
Service Commission as a Company witness on two separate occasions concerning a territorial
matter and in regard to the acquisition of a small private power company.

Mr. Lanier has also submitted an expert report and testified before the US Tax Court on behalf of
the Internal Revenue Service. He has also provided expert reports in State Courts.

SPECIFIC CONSULTING EXPERIENCE - SELECTED EXAMPLES:
[ * Projects in which Mr. Lanier had a significant role but not exclusive project responsibility]

. VECO Alaska, Inc.
— Utility Privatization Proposal - Alaska Installations — Project involved the
inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

o TDX Power

— Natural Gas Privatization with ENSTAR - Project involved the inventory of all
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natural gas distribution plant and classification in accordance with FERC Uniform
System of Accounts for Gas Systems, and establishing valuation on the basis of
Replacement Cost Depreciated and Original Cost Depreciated.

. First Electric Cooperative Corp.
— Privatization Assistance: Little Rock AFB - Project involved the inventory of
all electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. C&L Electric Cooperative Corporation
— Pine Bluff Arsenal Utility Privatization Proposal - Project involved the
inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

. Gulf Coast Electric Cooperative, Inc.

— NWS CSS Panama City Privatization Proposal - Project involved the inventory
of all electric distribution plant and classification in accordance with FERC
Uniform System of Accounts for Electric Systems, and establishing valuation on
the basis of Replacement Cost Depreciated and Original Cost Depreciated.

- Tyndall AFB Privatization Proposal - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. North Georgia Electric Membership Corporation
- Outdoor Lighting Rate Study — Project involved the review of TVA prescribed
lighting rate designs and review of all non-power related Street and Outdoor
lighting related operating costs and margin requirements and establishment of
schedule of non-power related fixed charges for each type of fixture and
configuration offered.

. Rayle Electric Membership Corp.
- Rate And Cost Of Service Study — Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the
Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
options offered to consumers.

. Colquitt Electric Membership Corp.
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Development Of Outdoor Lighting Rates — Project involved comprehensive
review of power and non-power related costs and margin requirements and rate
design for existing and new Street and Outdoor Lighting options offered or
proposed to be offered

Retail Rate And Cost Of Service Study - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

Retail Rate And Cost Of Service Study - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

. Hart Electric Membership Corp.

Cost of Service Analysis And Retail Rate Study - Project involved
comprehensive revenue requirements and allocated cost study for all retail rate
classes, including the Street and Outdoor Lighting Class, and development/design
of retail rates for all consumer classes, including appropriate charges for Street
and Outdoor Lighting options offered to consumers.

. Satilla Rural Electric Membership Corporation

Retail Rate & Cost of Service Study (1992) - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

Rate and Cost of Service Study (1998) - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

. Mitchell Electric Membership Corporation

Financial Review And Rate Adjustment - Project involved comprehensive
revenue requirements study and limited redesign of retail rates, including the
Street and Outdoor Lighting rates

Privatization: MCLB-Albany, GA - Project involved the inventory of all electric
distribution plant and classification in accordance with FERC Uniform System of
Accounts for Electric Systems, and establishing valuation on the basis of
Replacement Cost Depreciated and Original Cost Depreciated.
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. Ocmulgee Electric Membership Corporation

Retail Rate & Cost Of Service Study - Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the
Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
options offered to consumers.

. Cobb Electric Membership Corporation

Privatization-Dobbins, AFB - Project involved the inventory of all electric
distribution plant and classification in accordance with FERC Uniform System of
Accounts for Electric Systems, and establishing valuation on the basis of
Replacement Cost Depreciated and Original Cost Depreciated.

. Three Notch Electric Membership Corporation

Retail Rate And Cost of Service - Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the
Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
options offered to consumers.

Develop School Rate, Lighting Package - Project involved comprehensive
review of power and non-power related costs and margin requirements and rate
design for proposed new Street/Parking Lot Lighting options to be offered to
consumer

Acquisition Analysis - Project involved the inventory of all electric distribution
plant and classification in accordance with FERC Uniform System of Accounts
for Electric Systems, and establishing valuation on the basis of Replacement Cost
Depreciated and Original Cost Depreciated.

. Tri-County (GA) Electric Membership Corporation

Develop Lighting Rates * - Project involved comprehensive review of power and
non-power related costs and margin requirements and rate design for existing and
new Street and Outdoor Lighting options offered or proposed to be offered

. Coastal Electric Cooperative

Outdoor Lighting Schedule * - Project involved comprehensive review of power
and non-power related costs and margin requirements and rate design for existing
and new Street and Outdoor Lighting options offered or proposed to be offered

. Coweta-Fayette Electric Membership Corporation

Ft. McPherson and Ft. Gillem Privatization Proposal - Project involved the
inventory of all electric distribution plant and classification in accordance with
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FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

. Cooperative Power, Inc.
— Privatization of Ft. Benning Distribution System - Project involved the
inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

. Leavenworth-Jefferson Electric Cooperative
— Proposal to Own, Operate, and Maintain the Lighting at Fort Leavenworth -
Project involved the inventory of all electric distribution plant and classification in
accordance with FERC Uniform System of Accounts for Electric Systems, and
establishing valuation on the basis of Replacement Cost Depreciated and Original
Cost Depreciated.

. Pennyrile Rural Electric Cooperative Corp.
— Privatization Assistance — Ft. Campbell - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. Blue Grass Energy, Inc.
- Privatization Assistance: Blue Grass Army Depot (BGAD) - Project involved
the inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

. Nolin Rural Electric Cooperative Corp.
— Fort Knox RFP Review and Proposal - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. Chicopee Municipal Lighting Plant
— Westover ARB Electric System Privatization - Project involved the inventory
of all electric distribution plant and classification in accordance with FERC
Uniform System of Accounts for Electric Systems, and establishing valuation on
the basis of Replacement Cost Depreciated and Original Cost Depreciated.
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. 4-County Electric Power Association
- Privatization Assistance: Columbus Air Force Base - Project involved the
inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

. Singing River Electric Power Assn.
— Privatization Assistance — Pascagoula - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. Laclede Electric Cooperative
— Privatization Assistance: Ft. Leonard Wood - Project involved the inventory of
all electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. Haywood Electric Membership Corporation
— Cost Of Service And Rate Design - Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the
Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
options offered to consumers.

. Otero County Electric Cooperative, Inc.
— Privatization of White Sands Mis. Range - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. The Energy Cooperative
— Retail Rate Study - Project involved comprehensive revenue requirements and
allocated cost study for all retail rate classes, including the Street and Outdoor
Lighting Class, and development/design of retail rates for all consumer classes,
including appropriate charges for Street and Outdoor Lighting options offered to
consumers.

. Aiken Electric Cooperative, Inc.
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Retail Rate And Cost Of Service Study - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

. Fairfield Electric Cooperative, Inc.

Rate And Cost Of Service Study - Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the
Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
options offered to consumers.

Retail; Rate & Cost Of Service Study - Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the
Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
options offered to consumers.

. Berkeley Electric Cooperative, Inc.

Retail Rate, Cost of Service, And Marketing Study - Project involved
comprehensive revenue requirements and allocated cost study for all retail rate
classes, including the Street and Outdoor Lighting Class, and development/design
of retail rates for all consumer classes, including appropriate charges for Street
and Outdoor Lighting options offered to consumers.

Retail Rate and Cost of Service Study - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

Commercial Lighting Program - Project involved comprehensive review of
power and non-power related costs and margin requirements and rate design for
existing and new Street and Outdoor Lighting options offered or proposed to be
offered to Commercial consumers.

Financial Review and Rate Revision - Project involved comprehensive revenue
requirements study and limited redesign of retail rates, including the Street and
Outdoor Lighting rates

. Horry Electric Cooperative, Inc.

Retail Rate & Cost of Service Study - Project involved comprehensive revenue
requirements and allocated cost study for all retail rate classes, including the

Street and Outdoor Lighting Class, and development/design of retail rates for all
consumer classes, including appropriate charges for Street and Outdoor Lighting
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options offered to consumers.

. Mid-Carolina Electric Cooperative, Inc.

Lighting Rate Analysis - Project involved comprehensive review of power and
non-power related costs and margin requirements and rate design for existing and
new Street and Outdoor Lighting options offered or proposed to be offered
Retail; Rate And Cost Of Service Study - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

. Blue Ridge Electric Cooperative, Inc.

Athletic Field Lighting Facilities * - Project involved comprehensive review of
power and non-power related costs and margin requirements and rate design for
proposed new Athletic Field Lighting options to be offered to consumer

. Palmetto Electric Cooperative, Inc.

Cost Of Service And Rate Study 1988 * - Project involved comprehensive
review of power and non-power related costs and margin requirements and rate
design for existing and new Street and Outdoor Lighting options offered or
proposed to be offered

Cost Of Service And Rate Study * - Project involved comprehensive review of
power and non-power related costs and margin requirements and rate design for
existing and new Street and Outdoor Lighting options offered or proposed to be
offered

End Use Cost And Rate Analysis * - Project involved comprehensive review of
power and non-power related costs and margin requirements and rate design for
existing and new Street and Outdoor Lighting options offered or proposed to be
offered

. York Electric Cooperative, Inc.

Retail Rate Study - Project involved comprehensive revenue requirements study
and limited redesign of retail rates, including the Street and Outdoor Lighting
rates

Retail Rate Study - Project involved comprehensive revenue requirements study
and limited redesign of retail rates, including the Street and Outdoor Lighting
rates

Update 1999 Rate Study - Project involved comprehensive revenue requirements
study and limited redesign of retail rates, including the Street and Outdoor
Lighting rates
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. Tri-County (TN) Electric Membership Corp.
Cost of Service and Retail Rate Study — 1997 - Project involved comprehensive
revenue requirements and allocated cost study for all retail rate classes, including
the Street and Outdoor Lighting Class, and development/design of retail rates for
all consumer classes, including appropriate charges for Street and Outdoor
Lighting options offered to consumers.

. Southwest Tennessee Electric Membership Corp.
— NSA Mid-South Utilities Privatization - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. Sequachee Valley Electric Cooperative, Inc.
— Arnold AFB Utility Privatization - Project involved the inventory of all electric
distribution plant and classification in accordance with FERC Uniform System of
Accounts for Electric Systems, and establishing valuation on the basis of
Replacement Cost Depreciated and Original Cost Depreciated.

. Upshur-Rural Electric Cooperative, Inc.

— Outdoor Lighting Rate Schedule Revision * - Project involved comprehensive
review of power and non-power related costs and margin requirements and rate
design for existing and new Street and Outdoor Lighting options offered or
proposed to be offered

. Fort Belknap Electric Cooperative, Inc.
— Privatization of Sheppard AFB Electric System - Project involved the
inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

. Tri-County (TX) Electric Cooperative, Inc.
— Privatization Assistance - NAS JRB Ft. Worth - Project involved the inventory
of all electric distribution plant and classification in accordance with FERC
Uniform System of Accounts for Electric Systems, and establishing valuation on
the basis of Replacement Cost Depreciated and Original Cost Depreciated.

. Rio Grande Electric Cooperative, Inc.
— Privatization of Laughlin RFB Eclectic System - Project involved the inventory
of all electric distribution plant and classification in accordance with FERC
Uniform System of Accounts for Electric Systems, and establishing valuation on

GDS Associates, Inc.
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the basis of Replacement Cost Depreciated and Original Cost Depreciated.

. EG&G / KPMG

Transfer of Kelly AFB Elec. & Gas Systems to CPS - Project involved the
inventory of all electric and natural gas distribution plant and classification in
accordance with FERC Uniform System of Accounts for Electric and Gas
Systems, respectively, and establishing valuation on the basis of Replacement
Cost Depreciated and Original Cost Depreciated.

. Southside Electric Cooperative

Privatization Assistance - Fort Pickett - Project involved the inventory of all
electric distribution plant and classification in accordance with FERC Uniform
System of Accounts for Electric Systems, and establishing valuation on the basis
of Replacement Cost Depreciated and Original Cost Depreciated.

. Prince George Electric Cooperative

Privatization Assistance: Ft. Lee - Project involved the inventory of all electric
distribution plant and classification in accordance with FERC Uniform System of
Accounts for Electric Systems, and establishing valuation on the basis of
Replacement Cost Depreciated and Original Cost Depreciated.

Privatization Assistance - Defense Supply Center, Richmond, VA - Project
involved the inventory of all electric distribution plant and classification in
accordance with FERC Uniform System of Accounts for Electric Systems, and
establishing valuation on the basis of Replacement Cost Depreciated and Original
Cost Depreciated.

. Community Electric Cooperative

Privatization Assistance: FT. Eustis, FT. Monroe, & FT. Story - Project
involved the inventory of all electric distribution plant and classification in
accordance with FERC Uniform System of Accounts for Electric Systems, and
establishing valuation on the basis of Replacement Cost Depreciated and Original
Cost Depreciated.

Privatization Assistance - Norfolk Naval Bases - Project involved the inventory
of all electric distribution plant and classification in accordance with FERC
Uniform System of Accounts for Electric Systems, and establishing valuation on
the basis of Replacement Cost Depreciated and Original Cost Depreciated.

. Alaska Power and Telephone

Ft. Buchanan Utility Privatization - Project involved the inventory of all electric
distribution plant and classification in accordance with FERC Uniform System of
Accounts for Electric Systems, and establishing valuation on the basis of
Replacement Cost Depreciated and Original Cost Depreciated.

GDS Associates, Inc.
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- Fort Lewis Electric Distribution Privatization - Project involved the inventory
of all electric distribution plant and classification in accordance with FERC
Uniform System of Accounts for Electric Systems, and establishing valuation on
the basis of Replacement Cost Depreciated and Original Cost Depreciated.

. Bluestem Electric Cooperative
. D.S.& O. Rural Electric Coop. Association
. Flint Hills Rural Electric Coop. Assoc., Inc.

- Privatization Assistance: Ft. Riley Electric System - Project involved the
inventory of all electric distribution plant and classification in accordance with
FERC Uniform System of Accounts for Electric Systems, and establishing
valuation on the basis of Replacement Cost Depreciated and Original Cost
Depreciated.

GDS Associates, Inc.
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LYNN M. LANIER
TESTIMONY EXPERIENCE
Case or
Client/State Matter/Testimony Year Docket
No.

Fulton County REMC - Indiana Retail Rate Filing: 1976 N/A

Complete direct testimony in support of

filing
Panola Harrison Electric Cooperative Inc. — | Retail Rate Filing: 1989 9214
Texas Direct testimony in support of proposed

new service.

Direct testimony in support of Rules and

Regulations
Sam Rayburn G&T Electric Cooperative, Wholesale Rate Filing; 1992 10982
Inc. (SRG&T) — Texas Direct Testimony in support of wholesale

rate schedules

Supplemental testimony concerning

economic development rate issues
Northeast Texas Electric Cooperative, Inc. Wholesale Rate Filing: 1993 11384
(NTEC) — Texas Rebuttal testimony concerning demand-side

management goals and objectives
Houston County Electric Cooperative, Inc. — | Filing for Retail Rate For High Load Factor 1992 11660
Texas Loads:

Direct testimony in support of rate design

and rate schedule and justification therefore
Tex-La Electric Cooperative of Texas, Inc. Application of Texas Utilities Electric 1993 11735
(Tex-La) - Texas Company For Authority To Change Rates:

Direct testimony in support of alternative

wholesale rate design
Daniel, Coker, Horton &Bell, PA, on behalf | City of Tupelo, MS vs Tombighee EPA 2007 CV04-
of Tombigbee Electric Association, MS 211(g)L
Internal Revenue Service (US Tax Court), Protected by NDA 2008 Protected
X by NDA
Kiawah Property Owners Association Application of Kiawah Island Utility, Inc. 2011 2011-

for Adjustment of Rates and Charges: 317-WS

Direct, rebuttal, and sur-rebuttal testimony

re alternative equity return methodologies

and appropriate Rate of Return

GDS Associates, Inc.
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LYNN M. LANIER

ARTICLES

1. Privatization of Utility Distribution Systems on Military Bases: Transactions Newsletter
of GDS Associates, Inc.; Vol. No. 498; Dec, 1998.

2. Evaluating Opportunities: Uncle Sam Privatizes Utility Systems; and Military
Privatization: Nuts, Bolts Issues; Electric Light and Power Magazine, March, 1999.

APPEARANCES IN FEDERAL COURT
U.S. Tax Court — On Behalf of the Internal Revenue Service (2008)

GDS Associates, Inc.
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Operating Revenue:
Residential
Commercial

Irrigation

Availability Billing
Misc. Other Revenue
Interdepartmental Sale
Billing Adjustments

Exhibit__(LML-2)

Total Revenues

Operating Expense:
Wages

Benefits

Director's Fees

Sludge Disposal

Power

Chemicals

Supplies & Maintenan
Outside Services-Mgm
Outside Services-Engin
Outside Services-Acco
Outside Services-Legal
Outside Services-Testit
Outside Services-Othe
Other Operating Exper
Transportation

Bad Debt

Insurance

Regulatory Commissio
Other ARG Expenses

Total O&M Expense

Depreciation
Amortization
Revenue Taxes
Property Taxes
Payroll Taxes

Schedule A-4
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Combined Water & Sewer Operating Statement
6/30/2011
Year-End Pro Forma Pro Forma
6/30/2010 Adjustments Present Rates Adjustments Proposed Rates

$232,729 $17,453 $250,183 $261,868 $512,051
93,468 13,319 106,787 91,321 198,108
83,314 8,795 92,109 88,082 180,191
296,837 (4,311) 292,526 282,761 575,287
10,245 203 10,448 10,207 20,655
0 0 0 0 0
0 0 0 0 0
716,593 35,459 752,052 734,238 1,486,291
132,701 22,362 155,063 0 155,063
9,079 (700) 8,379 0 8,379
4,500 0 4,500 0 4,500
0 0 0 0 0
95,638 12,494 108,132 0 108,132
2,541 677 3,217 0 3,217
27,012 1,648 28,660 0 28,660
134,631 0 134,631 0 134,631
10,681 9,145 19,826 0 19,826
1,200 0 1,200 0 1,200
9,879 0 9,879 0 9,879
56,971 0 56,971 0 56,971
1,458 1,150 2,608 0 2,608
0 0 0 0 0
11,509 1,644 13,153 0 13,153
25,422 (16,813) 8,609 9,336 17,945
14,000 18,751 32,751 0 32,751
14,978 0 14,978 0 14,978
17,044 700 17,744 0 17,744
569,244 51,057 620,301 9,336 629,637
57,445 2,879 60,324 0 60,324
0 45,300 45,300 0 45,300
3,649 3,503 7,152 6,982 14,135
85 9,976 10,061 0 10,061
10,923 1,721 12,644 0 12,644





State and Federal Inco 0 0 0 171,273 171,273
Total Operating Expen: 641,347 114,436 755,783 187,591 943,374
Net Operating Income $75,246 ($3,731) $542,917
Rate Base 6,410,780 6,509,309 $6,509,309
Rate of Return 1.17% -0.06% 8.34%
Revenue Increase 97.6%
Operating Margin (Percent) 36.5%
Pro-Forma Interest Deduction 227,175
Operating Margin After Interest Deduction $315,742
Operating Margin (Percent) 21.2%
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Exhibit 3

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Schedules in Support
of a
Rate Increase

Historical Test Year 6/30/11

With Known and Measurable Changes through 6/30/12

As Modified by Lynn M. Lanier and Ellen Blumenthal
of GDS Associates, Inc.

On Behalf of

Daufuskie Property Owners Assocations

As of May 1, 2012

MicroSoft Excel Workbook and Spreadhseets originally developed by:

GUASTELLA ASSOCIATES LLC

December 2011





Schedule

Work Paper

A-1

W-B
W-B.1
W-B.2
W-B.3
W-B.4

w-C
W-C.1
W-C.2
W-C.3

W-D

W-E
W-E.1
W-E.2
W-F.1
W-F.2

S-B
S-B.1
S-B.2
S-B.3
S-B.4

S-C.1
S-C.2
S-C.3
S-D
S-E
S-E1l
S-E.2
S-F.1
S-F.2

11
1.2
2W
2S

4.1
4.2
4.3
51
5.2

7.1
7.2
7.3
7.4

TABLE OF CONTENTS

Comparative Balance Sheet

Comparative Income Statement

Capital Structure for Consolidated Water and Sewer Operations
Consolidated Pro Forma Operating Statement

Water Rate Base Calculation

Adjustments to Water Rate Base

Water Utility Plant in Service

Water Accumulated Depreciation

Water CIAC and Amortization of CIAC

Water Operating Statement

Adjustments to Water Operating Statement
Operating Expenses - Water

Depreciation Expense - Water

Water Capital Structure, Rate of Return

Test Year Billing Analysis at Present Rates - Water
Pro Forma Billing Analysis at Present Rates - Water
Pro Forma Billing Analysis at Proposed Rates - Water
Revenue Requirement Calculation - Water

Rate Design - Water

Sewer Rate Base Calculation

Adjustments to Sewer Rate Base

Sewer Utility Plant in Service

Sewer Accumulated Depreciation

Sewer CIAC and Amortization of CIAC

Sewer Operating Statement

Adjustments to Sewer Operating Statement
Operating Expenses - Sewer

Depreciation Expense - Sewer

Sewer Capital Structure, Rate of Return

Test Year Billing Analysis at Present Rates - Sewer
Pro Forma Billing Analysis at Present Rates - Sewer
Pro Forma Billing Analysis at Proposed Rates - Sewer
Revenue Requirement Calculation - Sewer

Rate Design - Sewer

Typical Residential Water & Sewer Bill Comparison (Haig Point Customers)
Typical Residential Water & Sewer Bill Comparison (Melrose Customers)
Water UPIS & Depreciation

Sewer UPIS & Depreciation

Customer Growth & System Utilization

Billing Data for Twelve Months Ended 12/31/10 - Haig Point

Billing Data for Twelve Months Ended 12/31/10 - Melrose

Billing Data for Twelve Months Ended 12/31/10 - Bloody Point

Pro Forma Projections of Metered Customer Units and Demands

Pro Forma Projections of Availability Customer Units

Statement of Proposed Rates and Charges

Payroll Service Summary - Test Year

Payroll Detail - Test Year

Payroll Detail - Pro Porma

Employee Expense Summary

Test Year Irrigation Usage by Tier





Assets

Utility Plant

Accumulated Depreciation
Construction in Progress

Cash

Accounts Receivable

Provision for Uncollectibles
Receivables from Associated Co.
Accumulated Deferred Income Tax

Total Assets

Liabilities & Equity

Common Stock

Premium on Capital Stock
Paid in Capital

Retained Earnings

Accounts Payable

Advances from Associated Co.
Accrued Taxes

Misc Accrued Liabilities

Misc Operating Reserves
Contributed in Aid of Construction
Accum. Amortization of CIAC

Total Liabilities & Equity

Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Comparative Balance Sheets

Schedule A-1

Water Sewer
12/31/2007 12/31/2008 12/31/2009 12/31/2010 6/30/2011 12/31/2007 12/31/2008 12/31/2009 12/31/2010 6/30/2011

$3,109,504 $3,203,824 $3,211,843 $3,851,101 $3,852,476 $2,628,049 $2,678,192 $2,679,330 $3,637,399 $3,641,574
(233,744) (303,326) (208,008) (250,512) (267,072) (273,811) (332,656) (258,167) (317,217) (332,031)

0 0 0 0 0 0 0 0 0 0

0 5,367 4,956 5,146 9,802 0 5,368 1,479 5,146 9,802

92,524 114,267 97,128 212,594 224,337 24,251 47,212 100,732 227,191 239,004
(81,219) (88,036) (45,013) (67,825) (67,825) 0 (7,086) (54,036) (96,662) (96,662)

0 0 0 0 0 0 157,730 282,366 5,139 11,563

70,321 0 0 0 0 0 0 0 0 0
$2,957,386 $2,932,096 $3,060,906 $3,750,504 $3,751,718 $2,378,489 $2,548,760 $2,751,704 $3,460,995 $3,473,251
$1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000
1,328,041 1,328,041 1,328,041 1,328,041 1,328,041 0 0 0 0 0
0 2,692,205 2,670,205 3,150,047 3,150,047 2,420,511 2,557,174 2,579,174 3,226,883 3,226,883
(1,110,766) (1,377,676) (1,305,625) (1,211,687) (1,232,275) (134,249) (116,728) (15,339) 31,720 50,617
0 27,816 42,523 75,245 123,048 (348) 18,005 52,443 31,915 50,042
2,463,981 0 0 (20,586) (44,655) 7,468 7,468 26,166 (20,586) (44,655)
0 0 0 0 0 (418) (418) (418) (418) (418)

0 0 0 0 0 0 0 0 0 0

0 0 0 10,659 10,659 0 0 0 5,118 5,118

360,360 353,000 354,000 453,500 453,500 113,295 113,295 116,795 197,295 197,295
(85,230) (92,290) (29,238) (35,715) (37,648) (28,770) (31,036) (8,117) (11,932) (12,631)
$2,957,386 $2,932,096 $3,060,906 $3,750,504 $3,751,717 $2,378,489 $2,548,760 $2,751,704 $3,460,995 $3,473,251






Revenues:

Metered Sales
Availability Billing
Interdepartmental Sales
Other Revenue

Total Operating Revenue

Expenses:

O&M Expense
Depreciation

Taxes, Other

Income Tax

Total Operating Expense

Net Operating Income
Other Income
Interest Expense

Other Expenses

Net Income

Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems
Comparative Income Statements for 12 Months Ended

Schedule A-2

Water Sewer
12/31/2006  12/31/2007  12/31/2008  12/31/2009  12/31/2010  6/30/2011 12/31/2006  12/31/2007  12/31/2008  12/31/2009  12/31/2010  6/30/2011
$177,132 $172,629 $173,688 $152,708 $219,825  $235,772 $102,488 $127,368 $112,028 $111,102 $172,731  $173,739
61,600 60,936 42,152 38,173 128,829 132,231 61,600 60,936 74,937 67,864 159,901 164,606
0 0 0 0 0 0 0 0 157,730 137,080 0 0
5,550 9,016 2,876 1,051 3,775 4,829 0 0 4,047 1,966 4,975 5,415
244,282 242,581 218,716 191,932 352,429 372,833 164,088 188,304 348,742 318,012 337,607 343,760
254,870 371,977 206,408 200,864 307,545 305,389 197,396 179,896 271,881 271,573 248,413 227,790
34,302 62,190 55,602 29,371 29,209 29,239 52,561 52,561 56,580 25,884 28,170 28,206
0 50 3,172 616 29,586 25,713 980 0 2,760 1,963 20,685 25,010
(19,501) (70,321) 0 0 0 0 (34,644) (14,671) 0 0 0 0
269,671 363,896 265,182 230,851 366,340 360,341 216,293 217,786 331,221 299,420 297,268 281,006
(25,389) (121,315) (46,466) (38,919) (13,911) 12,492 (52,205) (29,482) 17,521 18,592 40,339 62,755
0 12,965 0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0 0 0
($25,389) _ ($108,350) ($46,466) ($38,919) ($13,911) $12,492 ($52,205) ($29,482) $17,521 $18,592 $40,339 $62,755






Debt

Equity

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Water and Sewer Operations

Capital Structure and Rate of Return

Schedule A-3

Weighted
Amount Adjustments  Adjusted Ratio Cost Rate  Adjustment Adjusted Cost Return
$3,500,000 -$1,000,000 $2,500,000 49.9% 6.50% -0.75% 5.75% 2.87% $143,825
3,007,876 -496,561 2,511,315 50.1% 10.50% -7.64% 2.86% 1.43% 71,875
$6,507,876 $5,011,315 100.0% 4.3000% $215,700






[S Y

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Water and Sewer Operations

Determination of Acutal Capital Needs

Capital Improvement Projects (From Guastella Testimony)

a. Haig Point Treatment Plant

Control Panel for HPTP main generator $12,000

Resurfacing access roads at HPTP $50,000

Repair termite and water damage $30,000
SubTotal

b. Lift Stations

c. Bloody Point Treatment Plant

Resurface Access roads $25,000
Repair and replace wiring harness $5,000
Flow Control System $15,000
Repair and upgrade Irrigation station $50,000
SubTotal
d. Water Wells
New Roofs $30,000
Relocating Backup Generator $10,000
SubTotal
e. Other Needs
Sewer Camera $10,000
Vac Trailer $12,000
3rd Vehicle $15,000
Purchase of mini track-hoe $20,000
Graphic Computer $2,000
Automatic Meter Reading $100,000

SubTotal

f. Subtotal Capital Improvement Projects

Replacement of Section of Lagoon at Wastewater Plant

Retire C.K. Materials Loan to allow financing for DIUC

(Payoff to Coastal States Bank)

Total Identified Capital Needs
Contingency Allowance

Total Capital Needs

Annual Interest Cost
CoBank Quoted Rate
Less: Patronage Distribution
Effective Interest Rate

Interest Coverage Allowance
(Equity Return Allowance - Total)

6.500%
0.750%
5.750%

50.000%

$92,000

$582,000

$95,000

$40,000

$159,000
$968,000

$200,000

$1,300,000

$2,468,000
$32,000

$2,500,000

$143,750

$71,875

Schedule A-3.1





Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Combined Water & Sewer Operating Statement

Schedule A-4

6/30/2011/2012

Year-End Pro Forma Daufuskie Island POAs Adjustments Pro Forma

6/30/2010 Adjustments  Present Rates Adjustment Adjusted Adjustments Proposed Rates
Operating Revenue:
Residential $232,729 $17,453 $250,183 $250,183 $36,732 $286,915
Commercial 93,468 13,319 106,787 $106,787 16,677 123,464
Irrigation 83,314 8,795 92,109 $92,109 10,468 102,577
Availability Billing 296,837 (4,311) 292,526 46,800 $339,326 49,925 389,251
Misc. Other Revenue 10,245 203 10,448 $10,448 2,297 12,745
Interdepartmental Sales 0 0 0 $0 0 0
Billing Adjustments 0 0 0 $0 0 0
Total Revenues 716,593 35,459 752,052 46,800 798,852 116,099 914,951

14.53%

Operating Expense:
Wages 132,701 22,362 155,063 0 155,063 0 155,063
Benefits 9,079 (700) 8,379 0 8,379 0 8,379
Director's Fees 4,500 0 4,500 (4,500) 0 0 0
Sludge Disposal 0 0 0 0 0 0 0
Power 95,638 12,494 108,132 0 108,132 0 108,132
Chemicals 2,541 677 3,217 0 3,217 0 3,217
Supplies & Maintenance 27,012 2,508 29,520 0 29,520 0 29,520
Outside Services-Mgmt 134,631 0 134,631 (34,632) 99,999 0 99,999
Outside Services-Engineering 10,681 9,145 19,826 0 19,826 0 19,826
Outside Services-Accounting 1,200 0 1,200 0 1,200 0 1,200
Outside Services-Legal 9,879 0 9,879 0 9,879 0 9,879
Outside Services-Testing 56,971 0 56,971 0 56,971 0 56,971
Outside Services-Other 1,458 1,150 2,608 (1,150) 1,458 0 1,458
Other Operating Expenses 0 0 0 0 0 0 0
Transportation 11,509 1,644 13,153 0 13,153 0 13,153
Bad Debt 25,422 (16,813) 8,609 1,170 9,779 1,420 11,199
Insurance 14,000 18,751 32,751 0 32,751 0 32,751
Regulatory Commission Expense 14,978 0 14,978 0 14,978 0 14,978
Other A&G Expenses 17,044 700 17,744 0 17,744 0 17,744
Total O&M Expense 569,244 51,917 621,161 (39,112) 582,049 1,420 583,469
Depreciation 57,445 2,901 60,347 (8,269) 52,078 0 52,078
Amortization 0 45,300 45,300 (30,300) 15,000 0 15,000
Revenue Taxes 3,649 3,503 7,152 445 7,597 1,097 8,694
Property Taxes 85 9,976 10,061 (5,647) 4,414 0 4,414
Payroll Taxes 10,923 1,721 12,644 0 12,644 0 12,644
State and Federal Income Taxes 0 0 0 25,958 25,958 (2,488) 23,469
Total Operating Expenses 641,347 115,319 756,665 (56,925) 699,740 29 699,769
Net Operating Income $75,246 ($4,613) $103,725 $99,112 $116,070 $215,183
Rate Base 6,410,780 6,507,876 ($1,496,561) $5,011,315.35 $0 $5,011,315
Rate of Return 1.17% -0.07% 1.98% 4.29%
Revenue Increase | 15.4%
Operating Margin (Percent) 10.5% -0.6% 12.4% 23.5%
Interest Deduction 0 0 0 143,825
Operating Margin After Interest Deduction $75,246 ($4,613) $99,112 $71,358
Operating Margin (Percent) 10.5% -0.6% 12.4% 7.8%






Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Water Rate Base Calculation

Schedule W-B

Pro Forma Pro Forma Daufuskie Island POAs
6/30/2011 Adjustment 6/30/2012 Adjustments As Adjusted

Plant in Service $3,852,476 $5,125 $3,857,601 (1,048,481) 2,809,121
Accumulated Depreciation (267,072) (35,343) (302,415) 39,176 (263,239)
CWIP - - - -
Contributions in Aid of Construction (451,000) (13,500) (464,500) (2,500) (467,000)
Accum. Amortization of CIAC 37,648 3,893 41,541 41,541
Net Plant 3,172,052 (39,825) 3,132,227 (1,011,804) 2,120,423
Working Capital (1/5th O&M) 64,684 3,905 68,589 (7,819) 60,770
Unamortized Balances - 79,275 79,275 (69,275) 10,000
Rate Base $3,236,736 $43,355 $3,280,091 ($1,088,898) $2,191,193

Rate of return
Return





a)

a)

b)

c)

d)

e)

Schedule W-B.1
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Adjustments to Pro Forma Water System Rate Base

Adjust Plant in Service for new Billing System.

Adjustment $ 5,125
Adjust accumulated depreciation to reflect pro forma annual depreciation. $ (34,830)
Adjust accumulated depreciation for the new Billing System. $ (513)

Adjustment $ (35,343)
Adjust CIAC for Tap Fees related to pro forma customer growth.

Adjustment $  (13,500)
Adjust accumulated amortization of CIAC to reflect pro forma annual amortization.

Adjustment $ 3,893

Adjust working capital allowance for changes to O&M expenses.
Total Adjustment 19,523
Allowance 20%
Adjustment $ 3,905

Adjustment to reflect the average unamortized balance of rate case expense.

Rate Case Costs 90,600
Amortization Period (yrs) 4
Average Unamortized Balance 79,275 45,300
Adjustment $ 79,275
20,000
4
5,000

unamortized 10,000





Schedule B-2

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Water Utility Plant in Service

Haig Point
Organizational Costs
Land
Wells

Water Treatment Plant
Distribution Reservoirs
T&D Plant

Mains, Hydrts, Serv, Meters
General Plant-Structures
General Plant-Equipment

Melrose
Organizational Costs
Wells
Water Treatment Plant
Distribution Reservoirs
T&D Plant
Mains, Hydrts, Serv, Meters
General Plant-Structures
General Plant-Equipment

Total Water Plant

Pro Forma Pro Forma Daufuskie Island POAs
6/30/2011 Adjustment 6/30/2012 Adjustments As Adjusted
- $ - $ - $ - $ -
159,384 - 159,384 (159,384) -
793,065 - 793,065 793,065
17,346 - 17,346 17,346
863,379 - 863,379 (863,379) -
111,612 - 111,612 111,612
1,411,289 - 1,411,289 1,411,289
18,435 5,125 23,560 (5,125) 18,435
3,374,510 $ 5125 $ 3,379,635 $(1,027,888) $ 2,351,747
20,593 $ - $ 20,593 $ (20593) $ -
1,800 - 1,800 1,800
298,977 - 298,977 298,977
6,000 - 6,000 6,000
23,567 - 23,567 23,567
100,056 - 100,056 100,056
22,772 - 22,772 22,772
4,203 - 4,203 4,203
477,967 $ - $ 477,967 $ (20,593) $ 457,374
3,852,476 $ 5125 $ 3,857,601 $(1,048,481) $ 2,809,121






Schedule W-B.3

Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Water Accumulated Depreciation

Haig Point
Wells
Water Treatment Plant
Distribution Reservoirs
T&D Plant
Mains, Hydrts, Serv, Meters
General Plant-Structures
General Plant-Equipment

Melrose
Wells
Water Treatment Plant
Distribution Reservoirs
T&D Plant
Mains, Hydrts, Serv, Meters
General Plant-Structures
General Plant-Equipment

Total Water Plant

Pro Forma Pro Forma Daufuskie Island POAs
6/30/2011 Adjustment 6/30/2012 Adjustments As Adjusted
$ 62,507 $ 7,104 $ 69,611 $ - $ 69,611
456 193 649 649

30,930 7,734 38,664 (38,664) -
3,688 1,274 4,962 4,962
144,739 12,642 157,381 157,381
2,815 2,623 5,438 (513) 4,925
$ 245,134 $ 31,570 $ 276,705 $ (39,177) $ 237,529
$ 87 $ 12 $ 98 $ - $ 98
15,041 2,406 17,447 17,447
216 39 255 255
930 194 1,125 1,125
3,601 648 4,249 4,249
1,007 201 1,208 1,208
1,056 272 1,328 1,328
$ 21,938 $ 3,772 $ 25,710 $ - $ 25,710
$ 267,072 $ 35,343 $ 302,415 $ (39,177) $ 263,239






Schedule W-B.4

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Water CIAC and Accumulated Amortization

Pro Forma Pro Forma Daufuskie Island POAs

6/30/2011 Adjustment 6/30/2012 Adjustments As Adjusted
Haig Point
CIAC - Tap Fees $ 235,000 $ 11,500 $ 246,500 $ - $ 246,500
CIAC - Other 119,000 - 119,000 2,500 121,500
$ 354,000 $ 11,500 $ 365,500 $ 2,500 $ 368,000
Accum. Amortization - Tap Fees $ 20,119 $ 2,186 $ 22,305 $ - $ 22,305
Accum. Amortization - Other 14,038 1,066 15,104 - 15,104
34,157 3,252 37,408 $ - $ 37,408
Melrose

CIAC - Tap Fees $ 97,000 $ 2,000 $ 99,000 $ - $ 99,000

CIAC - Other - - - - -
$ 97,000 $ 2,000 $ 99,000 $ - $ 99,000
Accum. Amortization - Tap Fees $ 3,491 $ 641 $ 4,132 $ - $ 4,132

Accum. Amortization - Other - - - - -
$ 3,491 $ 641 $ 4,132 $ - $ 4,132
Water - CIAC $ 451,000 $ 13,500 $ 464,500 $ 2,500 $ 467,000

Water - CIAC Amortization  $ 37,648 $ 3,893 $ 41,541 $ - $ 41,541






Schedule W-C
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Water Operating Statement

6/30/2012

Year-End Pro Forma Daufuskie Island POAs Pro Forma

6/30/2011 Ref. Adjustments Present Rates Adjustments As Adjusted Adjustments Proposed Rates
Operating Revenue:
Residential $ 107,059 E-1 $ 8,238 (la) $ 115,298 $ 115,298 $ 14481 (1b) $ 129,778
Commercial 45,399 E-1 6,397 (1c) 51,796 51,796 7,606 (1d) 59,401
Irrigation 83,314 E-1 8,795 (le) 92,109 92,109 10,468 (1f) 102,577
Availability Billing 132,231 E-1 (1,893) (19) 130,338 23,400 153,738 19,309 (1h) 173,047
Misc. Other Revenue 4,829 E-1 (33) (1i) 4,797 4,797 927 (1)) 5,723
Interdepartmental Sales - - - - - -
Billing Adjustments - - - - - -
Total Revenues $ 372,833 $ 21,504 $ 394337 $ 23,400 $ 417,737 $ 52,790 $ 470,527

12.64%

Operating Expense:
Wages $ 6630 C2 $ 11,181 (2) 77,531 77,531 $ 77,531
Benefits 4,540 C-2 (350) (3) 4,190 4,190 $ 4,190
Director's Fees 2,250 C-2 2,250 (2,250) 0 $ -
Sludge Disposal 0 C-2 0 0 $ -
Power 68,552 C-2 4,850 (5) 73,402 73,402 $ 73,402
Chemicals 404 C-2 74 (6) 477 477 $ 477
Supplies & Maintenance 13,210 C-2 1,200 (7) 14,410 14,410 $ 14,410
Outside Services-Mgmt 67,316 C-2 67,316 (17,316) 50,000 $ 50,000
Outside Services-Engineering 7,906 C-2 (556) (8) 7,350 7,350 $ 7,350
Outside Services-Accounting 600 600 600 $ 600
Outside Services-Legal 4,940 C-2 4,940 4,940 $ 4,940
Outside Services-Testing 44,790 C-2 44,790 44,790 $ 44,790
Outside Services-Other 1,047 C-2 575 (9) 1,622 (575) 1,047 $ 1,047
Other Operating Expenses 0 C-2 - 0 $ -
Transportation 6,292 C-2 899 (10) 7,191 7,191 $ 7,191
Bad Debt 13,279 C-2 (8,724) (11) 4,554 585 5,139 649 (20) $ 5,788
Insurance 7,000 C-2 9,376 (12) 16,376 16,376 $ 16,376
Regulatory Commission Expense 5,546 C-2 5,546 5,546 $ 5,546
Other A&G Expenses 9,402 C-2 350 (13) 9,752 9,752 $ 9,752
Total O&M Expense $ 323421 $ 18,874 342,295 $ (19,556) $ 322,739 $ 649 $ 323,388
Depreciation, Net 29,239 C-2 1,698 (14) 30,937 (8,269) 22,668 22,668
Amortization 0 C-2 22,650 (15) 22,650 (17,650) 5,000 5,000
Revenue Taxes 2,189 C-2 1,561 (16) 3,750 223 3,973 499 (21) 4,472
Property Taxes 29 C-2 4,334 (17) 4,363 4,363 4,363
Payroll Taxes 5,462 C-2 861 (18) 6,322 6,322 6,322
State and Federal Income Taxes 0 C-2 0 (19) 0 10,143 10,143 112 (22) 10,255
Total Operating Expenses $ 360,341 $ 49,977 $ 410,318 $ (35,109) $ 375,208 $ 1,260 $ 376,468
Net Operating Income $12,492 ($15,981) $42,529 $ 94,058
Rate Base $3,236,736 $3,280,091 $2,191,193 $2,191,193
Rate of Return 0.39% -0.49% 1.94% 4.29%
Operating Margin 3.4% -4.1% 10.2% 20.0%
Interest Deduction 0 0 0 62,887
Operating Margin After Interest Deduction $12,492 ($15,981) $42,529 $31,171

Operating Margin (Percent) 3.4% -4.1% 10.2% 6.6%






Schedule W-C.1
Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Water)

Adjustment (1)
a) Adjust residential revenue to reflect the pro forma number of customers at present rates.

Residential Revenue Per Schedule E.1 115,298
Less: Residential Revenue - Test Year 107,059
Adjustment 8,238

b) Adjust residential revenue to reflect the pro forma number of customers at proposed rates.

Residential Revenue Per Schedule E.2 129,778
Less: Residential Revenue Per Schedule E.1 115,298
Adjustment

c) Adjust commercial revenue to reflect the pro forma number of customers at present rates.

Commercial Revenue Per Schedule E.1 52,773
Less: Commercial Revenue - Test Year 45,399
Adjustment 7,375

d) Adjust commercial revenue to reflect the pro forma number of customers at proposed rates.

Commercial Revenue Per Schedule E.2 59,401
Less: Commercial Revenue Per Schedule E.1 52,773
Adjustment 6,628

e) Adjust irrigation revenue to reflect the pro forma demand at present rates.

Irrigation Revenue Per Schedule E.1 92,109
Less: Irrigation Revenue - Test Year 83,314
Adjustment 8,795

f)  Adjust irrigation revenue to reflect the pro forma demand at proposed rates.

Irrigation Revenue Per Schedule E.2 102,577
Less: Irrigation Revenue Per Schedule E.1 92,109
Adjustment 10,468

@) Adjust availability revenue to reflect the pro forma number of customers at present rates.

Availability Revenue Per Schedule E.1 130,338
Less: Availability Revenue - Test Year 132,231
Adjustment

h)  Adjust availability revenue to reflect the pro forma number of customers at proposed rates.

Availability Revenue Per Schedule E.2 173,047
Less: Availability Revenue Per Schedule E.1 130,338
Adjustment 42,709

i) Adjust miscellaneous revenues to reflect percentage of pro forma total revenue at present rates relative
to test year total revenue.

Total Rev. Misc. Rev.
Misc Revenue Per Schedule E.1 394,337 1.216% 4,797
Less: Misc Revenue - Test Year 376,474 1.283% 4,829
Adjustment 33,

i) Adjust miscellaneous revenues to reflect percentage of pro forma total revenue at proposed rates relative
to pro forma total revenue at present rates.

Total Rev. Misc. Rev.
Misc Revenue Per Schedule E.2 470,527 1.216% 5,723
Less: Misc Revenue Per Schedule E.1 394,337 1.216% 4,797

Adjustment 927





Schedule W-C.1
Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Water)

Adjustment (2)

Increase the level of wages for the current 3 full-time, 1 part-time shared employees to reflect the wages of
4 full-time shared employees including a 3% wage increase for the test year full-time employees.

Pro forma costs (WP 7.4) 77,531
Less: Test period costs 66,350
Adjustment 11,181

Adjustment (3)

Adjust employee insurance benefits to reflect current premiums.

Pro forma costs (WP 7.4) 4,190

Less: Test period costs 4,540

Adjustment 350;

Adjustment (4)
Increase the level of power costs for increased system demand. Reference Sch E-3 & E-1

Test 75,053.2 Annual Flow-Pro Forma
Period Factor Pro Forma 70,094.4 Annual Flow-Current

Power 68,552 1.071 73,402 1.071 Flow Growth Factor

Adjustment 4,850

Adjustment (5)

Increase the level of chemical costs for increased system demand.

Test
Period Factor ~ Pro Forma
Chemicals 1,047 1.071 1,121
Adjustment 74
Adjustment (7)
Increase the level of operating supply costs for increased number of customers. Reference Sch E-3 & E-1
Test period costs 13,210 6,700.0 Bills-Pro Forma
Factor for increase in customers 1.091 6,141.9 Bills-Current

14,410 1.091 Customer Growth Factor

Adjustment

Adjustment (8)
Adjust Outside Services-Engineering to reflect 2007-2010 average cost.

Test
2007 2008 2009 2010 Period
Annual Cost 18,101 6,167 - 5,131 7,906
5 Year Average Cost 7,350
Adjustment 556,

Adjustment (9)
Adijust Outside services-Other to reflect technical support and maintenance of new billing system.
Adjustment 575

Adjustment (10:

Adijust transportation costs relative to the change in number of employees.

Test
Period Factor ~ Pro Forma
Transportation 6,292 1.143 7,191

Adjustment 899





Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Water)

Adjustment (11

Schedule W-C.1

Adjust bad debt expense to reflect test period revenue write-off percentages applied to pro forma revenue

under present rates.
Metered Sales-Bad debt at .5% of revenues
Availability Sales-Bad Debt at 2.5% of revenue

Test period costs
Adjustment

Adjustment (12

259,202
130,338

Adjustment to record general liability insurance to reflect recent quote.

Pro Forma Depreciation Expense
Test period Depreciation Expense
Adjustment

Adjustment (13

Adjustment annual A&G for 1/2 of $700 annual NAWC membership dues.

Pro Forma Expense Additions
Adjustment

Adjustment (14

Adjustment to reflect the annual depreciation for pro forma plant in service.

Pro Forma Depreciation Expense
Test period Depreciation Expense
Adjustment

Adjustment (15!
Adjustment to reflect the amortization of rate case expense.
Total rate case cost
Amortization period (years)
Annual amortization

Adjustment (16

0.5%
2.5%

Adjustment to reflect the revenue taxes on pro forma revenue under present rates.

Revenue
Revenue Tax Rate

Less: Test Year Revenue Tax
Adjustment

Adjustment (17

Adjustment property Taxes to reflect actual tax bills and rates for updated market values of Land, Building & Contents.

Actual Tax Bills (Land Parcels)
Actual Tax Bills (Bldgs & Content)

Estimated Replacement Value:
Water Land Parcels

Water System Bldgs & Content
Pro Forma Property Taxes
Less: Test Year Property Taxes
Adjustment

Adjustment (18

Increase the level of payroll taxes to reflect pro forma wages.

Pro forma costs (WP 7.4)
Test period costs
Adjustment

Market

Value
36,000

114,200

159,384
1,877,470

Effective
Tax Rate
0.005352
0.001870

0.005352
0.001870

1,296 Adjusted BD 4,554
3,258 Adj rev 394,337
4,554 Rate 0.01155
13,279 Proposed rev 470,527
8,724 Adjusted 5,434
9,376
9,376
350
350
30,937
29,239
1,698
Rate case expenses
90,600 Guastella Assoc.- 141,200
4 Legal - T. Walker 40,000
22,650 181,200 90600
TY tax 2,189
394,337 TY revenue 372,833
0.95102% Rate
3,750
2,189 Proposed rev -
1,561 Rate 0.00587221
Tax -
Property
Tax Amt
193
214
406
853 See above
3,510
4,363
29
4,334
6,322

5,462

861





Schedule W-C.1
Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Water)

Adjustment (19 FIT Taxable Income (78,868)
Adjustment to reflect State and Federal Income Taxes. 50000 50000 0.15 (50,000) (7,500)

Revenue 394,337 75000 25000 0.25 (25,000) (6,250)
O&M Expense (342,295) 100000 25000 0.34 (25,000) (8,500)
Depreciation (30,937) 335000 235000 0.39 21,132 8,242
Amortization (22,650) over 0.34
Taxes - Other (14,435)
Interest Expense (62,887) (78,868) (14,008)
State Taxable Income (78,868) 17.762%
State Income Tax Rate 5.000%
SIT 0
Federal Taxable Income (78,868)
Federal Income Tax Rate 17.762%
FIT
Pro Forma Income Tax 0
Test Period Income Tax 0
Adjustment 0

o

Adjustment (20:
Adjust bad debt expense to reflect rate increase.

Pro forma Bad Debt at Present Rates 5,139
Rate Increase Percentage 12.6%
Adjustment 649

Adjustment (21
Adjustment to reflect the revenue taxes on pro forma revenue under proposed rates.
Revenue Requirement 470,202
Revenue Tax Rate 0.95102%
Revenue Tax at Proposed Rates 4,472
Revenue Tax at Present Rates 3,973
Adjustment 499

Adjustment (22

Adjustment to reflect State and Federal Income Taxes. FIT Taxable Income 39,047
Revenue Requirement 470,202 50000 50000 0.15 50,000 7,500
O&M Expense (323,388) 75000 25000 0.25 25,000 6,250
Depreciation (22,668) 100000 25000 0.34 25,000 8,500
Amortization (5,000) 335000 235000 0.39 (60,953) (23,772)
Taxes - Other (15,157) over 0.34
Interest Expense (62,887)
State Taxable Income 41,102 39,047 (1,522)
State Income Tax Rate 5.000% -3.897%
SIT 2,055
Federal Taxable Income 39,047
Federal Income Tax Rate 21.000%
FIT 8,200
Pro Forma Income Tax-Proposed Rates 10,255 10,417
Pro Forma Income Tax-Present Rates 10,143
Adjustment 112

Adjustment (EB’ FIT Taxable Income 50,038
Adjustment to reflect State and Federal Income Taxes. 50000 50000 0.15 (50,000) 7,500

Revenue 417,737 75000 25000 0.25 (25,000) 10
O&M Expense (322,739) 100000 25000 0.34 (25,000)
Depreciation (22,668) 335000 235000 0.39 150,038
Amortization (5,000) over 0.34
Taxes - Other (14,658)
Interest Expense 0 50,038 7,510
State Taxable Income 52,672 15.008%
State Income Tax Rate 5.000%
SIT 2,634
Federal Taxable Income 50,038
Federal Income Tax Rate 15.008%
FIT 7,510
Pro Forma Income Tax 10,143
Test Period Income Tax 0
Adjustment 10,143





Schedule W-C.2
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Operating Expenses - Water

12 Months
Ended 12/31/10 Test Year
Expense Expense

Wages 55,363 48,318
Benefits 5,961 4,540
Director's Fees 3,000 2,250
Sludge Disposal - -
Purchased Water - -
Power 69,397 68,552
Chemicals 465 404
Supplies & Maintenance 6,282 13,210
Outside Services-Mgmt 68,739 67,316
Outside Services-Engineering 5,131 7,906
Outside Services-Accounting - 600
Outside Services-Legal - 4,940
Outside Services-Testing 38,442 44,790
Outside Services-Other 1,288 1,047
Other Operating Expenses - -
Transportation 2,480 6,292
Bad Debt 31,168 13,279
Insurance 7,000 7,000
Regulatory Commission Expense 2,563 5,546
Other A&G Expenses 10,268 9,402
Total O&M Expense 307,545 305,389
Depreciation 29,209 29,239
Amortization - -
Revenue Taxes 2,189 2,189 0.0058722
Property Taxes 51 29
Payroll Taxes 27,345 23,494

State and Federal Income Taxes - -
Total Operating Expenses 366,340 360,341





Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Haig Point
Wells
Water Treatment Plant
Distribution Reservoirs
T&D Plant
Mains, Hydrts, Serv, Meters
General Plant-Structures
General Plant-Equipment
CIAC - Tap Fees
CIAC - Other

Melrose
Wells
Water Treatment Plant
Distribution Reservoirs
T&D Plant
Mains, Hydrts, Serv, Meters
General Plant-Structures
General Plant-Equipment
CIAC - Tap Fees
CIAC - Other

Depreciation Expense
Amortization of CIAC
Net Depreciation

Depreciation Expense - Water

Schedule W-C.3

Pro Forma Daufuskie Island POAs
Pro Forma Depreciation Pro Forma Depreciation As

UPIS Balance Rate Utilization Expense Adjustments Adjusted
$ 793,065 2.000% 4479%  $ 7,104 7,104
17,346 2.484% 44.79% 193 193

863,379 2.000% 44.79% 7,734 (7,734) -
111,612 2.548% 44.79% 1,274 1,274
1,411,289 2.000% 44.79% 12,642 12,642

- 2.725% 44.79% - -
23,560 20.000% 44.79% 2,111 (513) 1,598
(244,000) 2.000% 44.79% (2,186) (22) (2,208)
(119,000) 2.000% 44.79% (1,066) (1,066)
2,857,251 27,806 (8,269) 19,537
$ 1,800 2.000% 3239% $ 12 - $ 12
298,977 2.484% 32.39% 2,406 2,406
6,000 2.000% 32.39% 39 39
23,567 2.548% 32.39% 194 194
100,056 2.000% 32.39% 648 648
22,772 2.725% 32.39% 201 201
4,203 20.000% 32.39% 272 272
(99,000) 2.000% 32.39% (641) (641)

- 2.000% 32.39% - -
$ 358,374 $ 3,131 - $ 3,131
$ 34,830 (8,247) $ 26,584
(3,893) (22) (3,915)
$ 30,937 (8,269) $ 22,668






Schedule W-D
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Water Capital Structure and Rate of Return

Weighted

Amount Ratio Cost Rate Cost
Debt $1,093,123 49.9% 5.75% 2.87%
Equity 1,098,070 50.1% 2.86% 1.43%

$2,191,193 100.0% 4.300%






Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Water Billing Analysis at Present Rates

Schedule W-E

6/30/2011
Quarterly Annual Billed Quarterly Usage Base Chg Usage Total
Bills Usage (tg) Usage (tg) Base Chg Charge Revenue Revenue Revenue
Residential-DIUC 1,023.0 $45.00 $46,035 $46,035
Total gals 14,782.027 14,782.000 $2.00 $29,564 $29,564
Residential-MUC/BP 395.0 $58.50 $23,108 $23,108
Total gals 8,424.510 4,796.000 $1.77 $8,489 $8,489
1,418.0 23,206.537 19,578.000 $69,143 $38,053 $107,195
Commercial-DIUC 104.0 $63.00 $6,552 $6,552
Total gals 3,554.040 3,553.000 $2.00 $7,106 $7,106
Commercial-MUC/BP 156.0 $99.00 $15,444 $15,444
Total gals 3,242.990 2,587.100 $1.41 $3,648 $3,648
Multi-Unit-MUC/BP 120.0 $99.00 $11,880 $11,880
Total gals 951.500 629.000 $1.41 $887 $887
380.0 7,748.530 6,769.100 $33,876 $11,641 $45,517
TPL Treatment Plant-DIUC
0 to 18,000 gals (quarterly) 72.000 72.000 $2.00 $144 $144
18,001 to 60,000 gals 168.000 168.000 $2.24 $376 $376
Over 60,000 gals 180.000 180.000 $2.54 $457 $457
4.0 420.000 420.000 $978 $978
Irrigation-DIUC
0 to 18,000 gals (quarterly) 370.0 3,720.200 3,720.000 $2.00 $7,440 $7,440
18,001 to 60,000 gals 217.0 13,369.807 13,370.000 $2.24 $29,949 $29,949
Over 60,000 gals 188.0 16,152.644 16,153.000 $2.54 $41,029 $41,029
Irrigation-MUC/BP
All gallons 152.0 5,476.680 5,608.820 $1.20 $6,731 $6,731
927.0 38,719.331 38,851.820 $85,148 $85,148
Total Water Revenues 2,729.0 70,094.398 65,618.920 $103,019 $135,819 $238,838
43.1% 56.9%
Availability Billing-DIUC 1,850.0 $22.50 $41,625
Availability Billing-MUC/BP 1,562.9 $58.50 $91,432
3,412.9 $133,057
Misc. Revenue (Late Chgs) 1.22% $4,579
Total Water Operating Revenue $376,474
Revenue Per Books $372,833
Immaterial Difference $3,641

0.98%





Residential-DIUC
Total gals
Residential-MUC/BP
Total gals

Commercial-DIUC
Total gals
Commercial-MUC/BP
Total gals
Multi-Unit-MUC/BP
Total gals

TPL Treatment Plant-DIUC
0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

Irrigation-DIUC

0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals
Irrigation-MUC/BP

0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

Total Water Revenues
Availability Billing-DIUC

Availability Billing-MUC/BP

Misc. Revenue (Late Chgs)

Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Water Billing Analysis at Present Rates

Pro Forma Year-End 6/30/2012

Schedule W-E.1

Total Water Operating Revenue

20,344

Quarterly Annual Billed Quarterly Usage Base Chg Usage Total
Bills Usage (tg) Usage (tg) Base Chg Charge Revenue Revenue Revenue
1,080.0 $45.00 $48,600 $48,600

15,606 15,606 $2.00 $31,212 $31,212
440.0 $58.50 $25,740 $25,740
9,671 5,506 $1.77 $9,746 $9,746
1,520.0 25,277 21,112 $74,340 $40,958 $115,298
100.0 $63.00 $6,300 $6,300
3,416 3,416 $2.00 $6,832 $6,832
168.0 $99.00 $16,632 $16,632
3,519 2,807 $1.41 $3,958 $3,958
176.0 $99.00 $17,424 $17,424
698 461 $1.41 $650 $650
444.0 7,633 6,684 $40,356 $11,440 $51,796
72 72 $2.00 $144 $144
168 168 $2.24 $376 $376
180 180 $2.54 $457 $457
4.0 420 420 $978 $978

816.0
3,993 3,993 $2.00 $7,986 $7,986
14,254 14,254 $2.24 $31,929 $31,929
17,197 17,197 $2.54 $43,680 $43,680

168.0
620 620 $1.20 $744 $744
2,513 2,513 $1.20 $3,016 $3,016
3,147 3,147 $1.20 $3,776 $3,776
984.0 41,724 41,724 $91,131 $91,131
2,952.0 75,053 69,940 $114,696 $144,506 $259,202

44.25% 55.75%
1,820.0 $22.50 $40,950
1,528.0 $58.50 $89,388
3,348.0 $130,338
1.22% $4,797
$394,337
4,613
16,767





Residential-DIUC
Total gals
Residential-MUC/BP
Total gals

Commercial-DIUC
Total gals
Commercial-MUC/BP
Total gals
Multi-Unit-MUC/BP
Total gals

TPL Treatment Plant

0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

Irrigation-DIUC

0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals
Irrigation-MUC

0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

Total Water Revenues
Availability Billing-DIUC

Availability Billing-MUC/BP

Misc. Revenue (Late Chgs)

Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Water Billing Analysis at Proposed Rates

Pro Forma Year-End 6/30/2012

Schedule W-E.2

Total Water Operating Revenue

Quarterly Annual Billed Quarterly Usage Base Chg Usage Total
Bills Usage (tg) Usage (tg)  Base Chg Charge Revenue Revenue Revenue
1,080.0 $50.65 $54,704 $54,704

15,606 15,606 $2.25 $35,132 $35,132
440.0 $65.85 $28,973 $28,973
9,671 $1.99 $10,970 $10,970
1,520.0 25,277 21,112 $83,677 $46,102 $129,778
100.0 $7,091 $7,091
3,416 3,416 $7,690 $7,690
168.0 $18,721 $18,721
3,519 $4,455 $4,455
176.0 $19,612 $19,612
698 NET $732 $732
444.0 7,633 $45,424 $12,877 $58,301
4.0 420 420 $446 $667 $1,112
72 72 $162 $162
168 168 $424 $424
180 180 $515 $515
4.0 420 420 $0 $1,100

$1,100

816.0
3,993 3,993 $8,989 $8,989
14,254 14,254 $35,939 $35,939
17,197 17,197 $49,166 $49,166

168.0
620 620 $837 $837
2,513 2,513 $3,394 $3,394
3,147 3,147 $4,251 $4,251
984.0 41,724 41,724 $102,577 $102,577
2,952.0 75,053 69,940 $129,101 $162,656 $201,757

27.44% 34.57%

1,820.0 $46,093
1,928.0 $126,954
3,748.0 $173,047
1.22% $5,723.41
$470,527





Schedule W-F.1

Daufuskie Island Utility Company, Inc.

Revenue Requirement

Equity Return

Gross Revenue Tax
Effective Income Tax Rate
Equity Grossed-Up

O&M Expenses
Depreciation

Amortization

Property Taxes

Payroll Taxes

Interest Expense

Gross Revenue Tax

Revenue Requirement
Revenue @ Present Rates

Percentage Increase

0.95102%

322,739
22,668
5,000
4,363
6,322
62,887

423,980

4,071
428,051

__ 8470202

417,737

12.6%

$31,334

$42,152

$40,328

$54,250

$71,662
$50,000
$21,662

$96,402
$50,000
$46,402
$25,000
$21,402

18.02%
15.00%
25.00%

21.81%

15.00%

25.00%
34.00%

$12,915
$7,500
$5,415

$21,027
$7,500

$6,250
$7,277





Daufuskie Island Utility Company, Inc.

Rate Design - Water System

Metered Sales

Base Service:
Residential-DIUC
Residential-MUC/BP
Commercial-DIUC
Commercial-MUC/BP
Multi-Family-MUC/BP
Availability Billing-DIUC
Availability Billing-MUC/BP

Usage:
Residential-DIUC
Residential-MUC/BP
Commercial-DIUC
Commercial-MUC/BP
Multi-Family-MUC/BP

TPL Treatment Plant-DIUC
0to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

Irrigation-DIUC
0to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

Irrigation-MUC
0 to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

BOLLLOe

@ o6 @ o6 Beeee

@ oo

PRESENT
Quarterly
Rates

45.00
58.50
63.00
99.00
99.00
22.50
58.50

2.00
1.77
2.00
141
1.41

2.00
2.24
2.54

2.00
2.24
2.54

1.20
1.20
1.20

Ratio Of
Residential

1.00
1.30
1.40
2.20
2.20
0.50
1.30

1.00
0.89
1.00
0.71
0.71

1.00
112
127

1.00
112
127

0.60
0.60
0.60

PROPOSED

BRLLLOe

@ o6 @ o6 Beeee

®» o6

Quarterly
Rates

50.65
65.85
70.91
111.43
111.43
25.33
65.85

2.25
1.99
2.25
159
1.59

2.25
2.52
2.86

2.25
2.52
2.86

2.25
2.52
2.86

Percentage
Change

12.6%
12.6%
12.6%
12.6%
12.6%
12.6%
12.6%

12.6%
12.6%
12.6%
12.6%
12.6%

12.6%
12.6%
12.6%

12.6%
12.6%
12.6%

87.6%
110.1%
138.3%

Pro Forma Existing Rates:
Service Charge Revenue
Metered Usage Revenue
Irrigation Revenue
Availability Revenue
Subtotal
Late Charge Revenue
Total Revenue

Pro Forma Revenue Requirement:
Service Charge Revenue
Metered Usage Revenue
Irrigation Revenue
Availability Revenue
Subtotal
Late Charge Revenue
Total Revenue

Service Charge Rates

Residential-DIUC
Residential-MUC/BP
Commercial-DIUC
Commercial-MUC/BP
Multi-Family-MUC/BP
Availability Billing-DIUC
Availability Billing-MUC/BP

Usage Rates
Residential-DIUC
Residential-MUC/BP
Commercial-DIUC
Commercial-MUC/BP
Multi-Family-MUC/BP
DIUC

0to 18,000 gals (quarterly)
18,001 to 60,000 gals
Over 60,000 gals

MuUC/BP

$

114,696.00
52,397.50
92,108.86

412,940.36
4,796.65
417,737.01

129,101.15
58,978.32
103,677.20
173,046.60
464,803.27
5,399.09
470,202.35

Quarterly Bills
1,080
440
104
168
176
1,820
1,928
5,716

TG
15,606.0
5,506.0
3,836.0
2,807.0
461.0

3,993.0
14,254.0
17,197.0

620
2,513
3,147

69,940.0

27.46%
12.54%
22.05%
36.80%

1.15%

1.162%

Schedule W-F.2

64.26%
34.59%

1.15%
100.00%

(Sch E.2 Results)

12.559% Y
Factor Factored Bills
1.00 1,080.0
1.27 558.8
1.40 145.6
220 369.6
220 387.2
0.50 910.0
1.29 2,487.1
5,938.3
$ 302,147.75
$ 50.88
Factor Factored Bills
1.15 17,946.9
1.00 5,506.0
1.15 4,411.4
0.80 2,245.6
0.80 368.8
1.15 4,592.0
1.30 18,530.2
1.45 24,935.7
0.70 434
0.70 1759.1
0.70 2202.9
82,932.5
$ 162,655.52
$ 1.96
$ 464,803.27

Base
Usage

% Increase
12.6%
12.6%
12.6%
12.6%

19.3%
12.6%

S

Bl ole o oe

0.00
0.00
(0.00)
0.00
0.00
324.32

324.33

1.23%

Adijusted for additional Availability Revenue

12.70%

Increase
50.65
65.85
70.91
111.43
111.43
25.33
65.85

2.25
1.99
2.25
1.59
1.59

2.25
2.52
2.86

1.35
1.35
1.35





Schedule S-B

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Sewer Rate Base Calculation

Pro Forma Pro Forma Daufuskie Island POAs
6/30/2011 Adjustment 6/30/2012 Adjustments As Adjusted

Plant in Service $ 3,641,574 $ 5,125 $ 3,646,699 $ (334,835 $ 3,311,864
Accumulated Depreciation (332,031) (31,572) (363,603) 513 (363,090)
CWIP - - -

Contributions in Aid of Construction (197,295) (7,500) (204,795) - (204,795)
Accum. Amortization of CIAC 12,632 1,650 14,282 - 14,282
Net Plant $ 3,124,880 $ (32,297) $ 3,092,583 $ (334,322) $ 2,758,261
Working Capital (1/5th O&M) 49,164 6,763 55,927 (4,065) 51,862
Unamortized Balances - 79,275 79,275 (69,275) 10,000
Rate Base $ 3,174,044 $ 53,741 $ 3,227,785 $ (407,662) $ 2,820,123

Rate of return





a)

b)

c)

d)

e)

f)

Schedule S-B.1
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Adjustments to Pro Forma Sewer System Rate Base

Adjust Plant in Service for new Billing System.

Adjustment $ 5,125
Adjust accumulated depreciation to reflect pro forma annual depreciation. $ (31,060)
Adjust accumulated depreciation for the new Billing System. $ (513)
Adjustment $ (31,572

Adjust CIAC for Tap Fees related to pro forma customer growth.
Adjustment $ (7,500)

Adjust accumulated amortization of CIAC to reflect pro forma annual amortization.
Adjustment $ 1,650

Adjust working capital allowance for changes to O&M expenses.
Total Adjustment 33,814
Allowance 20%
Adjustment $ 6,763

Adjustment to reflect the average unamortized balance of rate case expense.

Rate Case Costs 90,600

Amortization Period (yrs) 4

Average Unamortized Balance 79,275
Adjustment $ 79,275

20,000

4

5,000

10,000 Unamortized balance





Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Sewer Utility Plant in Service

Haig Point
Organizational Costs
Land
Collection Mains
WW Pumping Plant
WW Treatment & Disposal Plant
Outfall Sewer Lines
General Plant-Structures
General Plant-Equipment

Melrose
Organizational Costs
Collection Mains
WW Pumping Plant
WW Treatment & Disposal Plant
Outfall Sewer Lines
General Plant-Structures
General Plant-Equipment

Total Sewer Plant

Schedule S-B.2

Pro Forma Pro Forma Daufuskie Island POAs
6/30/2011 Adjustment 6/30/2012 Adjustments As adjusted
- $ - $ - $ - $ -
309,117 - 309,117 (309,117) -
2,055,817 - 2,055,817 2,055,817
37,680 - 37,680 37,680
514,614 - 514,614 514,614
66,704 - 66,704 66,704
9,591 5,125 14,716 (5,125) 9,591
2,993,523 $ 5,125 $ 2,998,648 $ (314,242) $ 2,684,406
20,593 $ - $ 20,593 $ (20,593) % -
62,462 - 62,462 62,462
29,198 - 29,198 29,198
508,824 - 508,824 508,824
22,772 - 22,772 22,772
4,203 - 4,203 4,203
648,051 $ - $ 648,051 $ (20,593) $ 627,458
3,641,574 $ 5,125 $ 3,646,699 $ (334,835) $ 3,311,864

0.0835





Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Sewer Accumulated Depreciation

Haig Point
Collection Mains
WW Pumping Plant
WW Treatment & Disposal Plant
Outfall Sewer Lines
General Plant-Structures
General Plant-Equipment

Melrose
Collection Mains
WW Pumping Plant
WW Treatment & Disposal Plant
Outfall Sewer Lines
General Plant-Structures
General Plant-Equipment

Total Sewer Plant

Schedule S-B.3

Pro Forma Pro Forma Daufuskie Island POAs

6/30/2011 Adjustment 6/30/2012 Adjustments As Adjusted
$ 191,362 $ 18,376 $ 209,738 $ - $ 209,738
1,275 652 1,927 1,927
84,007 5,200 89,207 89,207
7,213 543 7,756 7,756

909 1,710 2,618 (513) 2,106

$ 284,766 $ 26,480 $ 311,246 $ (513) $ 310,734
$ 2,441 $ 418 $ 2,859 $ - $ 2,859
2,203 378 2,581 2,581
40,637 3,851 44,488 44,488

969 189 1,158 1,158

1,014 256 1,270 1,270

$ 47,264 $ 5,092 $ 52,357 $ - $ 52,357
$ 332,031 $ 31,572 $ 363,603 $ (513) $ 363,090






Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Sewer CIAC and Accumulated Amortization

Haig Point
CIAC - Tap Fees
CIAC - Other

Accum. Amortization - Tap Fees
Accum. Amortization - Other

Melrose
CIAC - Tap Fees
CIAC - Other

Accum. Amortization - Tap Fees
Accum. Amortization - Other

Sewer - CIAC

Sewer - CIAC Amortization

Schedule S-B.4

Pro Forma Pro Forma Daufuskie Island POAs

6/30/2011 Adjustment 6/30/2012 Adjustments  As Adjusted
117,795 $ 6,500 $ 124,295 $ - $ 124,295
117,7-95 $ 6,5-00 $ 124,2-95 $ $ 124,2-95
9,524 $ 1,111 $ 10,635 $ - $ 10,635
9,5-24 $ 1,1-11 $ 10,6;35 $ $ 10,6;35
79,500 $ 1,000 $ 80,500 $ - $ 80,500
79,5;00 $ 1,(;00 $ 80,':';00 $ $ 80,5(;0
3,108 $ 539 $ 3,646 $ - $ 3,646
3,1-08 $ 5;39 $ 3,6:46 $ $ 3,(;46
197,295 $ 7,500 $ 204,795 $ - $ 204,795
12,632 $ 1,650 $ 14,282 $ - $ 14,282






Schedule S-C
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Sewer Operating Statement

6/30/2012

Year-End Sch. Daufuskie Island POAs Pro Forma

6/30/2011 Ref.  Adjustments As Adjusted Adjustments  Adjusted Adjustments Proposed Rates
Operating Revenue:
Residential $125,670 E $9,215 (la) $134,885 $134,885 $22,252 (1b) $157,137
Commercial 48,069 E 6,921 (1c) 54,991 $54,991 9,072 (1d) 64,062
Irrigation 0 0 0 $0 0 0
Availability Billing 164,606 E (2,418) (1e) 162,188 23400 $185,588 30,616 (1f) 216,204
Misc. Other Revenue 5,415 E 236 (1g) 5,651 $5,651 1,370 (1h) 7,021
Interdepartmental Sales 0 0 0 $0 0 0
Billing Adjustments 0 0 0 $0 0 0
Total Revenues 343,760 13,955 357,715 23,400 381,115 63,309 444,425

16.61%

Operating Expense:
Wages 66,350 c.2 11,181 (2) 77,531 77,531 77,531
Benefits 4,540 c.2 (350) (3) 4,190 4,190 4,190
Director's Fees 2,250 Cc.2 4) 2,250 (2,250) 0 0
Sludge Disposal 0 C.2 0 0 0
Power 27,085 c.2 7,645 (5) 34,730 34,730 34,730
Chemicals 2,137 c.2 603 (6) 2,740 2,740 2,740
Supplies & Maintenance 13,802 C.2 1,308 (7) 15,110 15,110 15,110
Outside Services-Mgmt 67,316 c.2 67,316 (17,316) 50,000 50,000
Outside Services-Engineering 2,775 C.2 9,701 (8) 12,476 12,476 12,476
Outside Services-Accounting 600 600 600 600
Outside Services-Legal 4,940 C.2 4,940 4,940 4,940
Outside Services-Testing 12,182 C.2 12,182 12,182 12,182
Outside Services-Other 411 c.2 575 (9) 986 (575) 411 411
Other Operating Expenses 0 C.2 0 0 0
Transportation 5,217 C.2 745 (10) 5,962 5,962 5,962
Bad Debt 12,144 c.2 (8,089) (11) 4,055 585 4,640 771 (20) 5,411
Insurance 7,000 c.2 9,376 (12) 16,376 16,376 16,376
Regulatory Commission Expense 9,432 C.2 9,432 9,432 9,432
Other A&G Expenses 7,642 c.2 350 (13) 7,992 7,992 7.992
Total O&M Expense 245,822 33,043 278,866 (19,556) 259,310 771 260,081
Depreciation 28,206 c.2 1,203 (14) 29,410 29,410 29,410
Amortization 0 c.2 22,650 (15) 22,650 (12,650) 10,000 10,000
Revenue Taxes 1,460 c.2 1,942 (16) 3,402 223 3,624 598 (21) 4,222
Property Taxes 56 c.2 5,642 (17) 5,698 (5,647) 51 51
Payroll Taxes 5,462 c.2 861 (18) 6,322 6,322 6,322
State and Federal Income Taxes 0 C.2 0 (19 0 15,814 15,814 (2,600) (22) 13,214
Total Operating Expenses 281,006 65,342 346,348 (21,816) 324,532 323,300
Net Operating Income $62,755 $11,368 $56,584 $121,124
Rate Base $3,174,044 $3,227,785 $2,820,123 $2,820,123
Rate of Return 1.98% 0.35% 2.01% 4.2950%
Revenue Increase | 16.6%
Operating Margin (Percent) 18.3% 3.2% 14.8% 27.3%
Interest Deduction 0 0 0 80,938
Operating Margin After Interest Deduction $62,755 $11,368 $56,584 $40,187

Operating Margin (Percent) 18.3% 3.2% 14.8% 9.0%






Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Sewer)

Adjustment (1)

a)

b)

c)

d)

e)

9)

D)

Adjust residential revenue to reflect the pro forma number of customers at present rates.
Residential Revenue Per Schedule E.1 134,885
Less: Residential Revenue Per Books (Test Year) 123,735

Adjust residential revenue to reflect the pro forma number of customers at proposed rates.
Residential Revenue Per Schedule E.2 157,137
Less: Residential Revenue Per Schedule E.1 134,885

Adjust commercial revenue to reflect the pro forma number of customers at present rates.
Commercial Revenue Per Schedule E.1 54,991
Less: Commercial Revenue Per Books (Test Year) 48,186

Adjust commercial revenue to reflect the pro forma number of customers at proposed rates.
Commercial Revenue Per Schedule E.2 64,062
Less: Commercial Revenue Per Schedule E.1 54,991

Adjust availability revenue to reflect the pro forma number of customers at present rates.

Availability Revenue Per Schedule E.1 162,188
Less: Availability Revenue - Test Year 165,432
Adjustment

Adjust availability revenue to reflect the pro forma number of customers at proposed rates.

Availability Revenue Per Schedule E.2 216,204
Less: Availability Revenue Per Schedule E.1 162,188
Adjustment

Adjust miscellaneous revenues to reflect percentage of pro forma total revenue at present rates relative
to test year total revenue.

Total Rev. Misc. Rev.
Misc Revenue Per Schedule E.1 357,715 1.580% 5,651
Less: Misc Revenue - Test Year 342,767 1.580% 5,415

Adjustment

Adjust miscellaneous revenues to reflect percentage of pro forma total revenue at proposed rates relative
to pro forma total revenue at present rates.

Total Rev. Misc. Rev.
Misc Revenue Per Schedule E.2 444,425 1.580% 7,021
Less: Misc Revenue Per Schedule E.1 357,715 1.580% 5,651

Adjustment

Adjustment (2)

Increase the level of wages for the current 3 full-time, 2 part-time shared employees to reflect the wages of

4 full-time shared employees including a 3% wage increase for the test year full-time employees.
Pro forma costs (WP 7.4) 77,531
Less: Test period costs 66,350
Adjustment

Schedule S-C.1

11,150

22,252

6,805

9,072

3,244

54,016

236

1,370

11,181





Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Sewer)

Adjustment (3)
Adjust employee insurance benefits to reflect current premiums.
Pro forma costs (WP 7.4)
Less: Test period costs
Adjustment

Adjustment (5)
Increase the level of power costs for increased system demand.

Test
Period Factor
Test period costs 27,085 1.282

Adjustment

Adjustment (6)
Increase the level of chemical costs for increased system demand.

Test
Period Factor
Test period costs 2,137 1.282

Adjustment

Adjustment (7)
Increase the level of operating supply costs for increased number of customers.
Test period costs
Factor for increase in customers

Adjustment

Adjustment (8)

4,190
4,540

Pro Forma
34,730

Pro Forma
2,740

13,802
1.095
15,110

Adjust Outside Services-Engineering to reflect 2007-2010 average cost to normalize expense.

2007 2008 2009 2010
Annual Cost 2,056 34,841 20,065 -
5 Year Average Cost
Adjustment

Adjustment (9)

Test
Period
4,540
14,241

Adjust Outside services-Other to reflect technical support and maintenance of new billing system.

Adjustment

Adjustment (10)
Adjust transportation costs relative to the change in number of employees.

Test
Period Factor
Transportation 5,217 1.143

Adjustment

Adjustment (11)

Adjust bad debt expense to reflect test period revenue write-off percentages applied to pro forma revenue

under present rates.
Metered Sales-Bad debt at .5% of revenues 189,876 0.5%
Availability Sales-Bad Debt at 2.5% of revenue 162,188 2.5%

Test period costs
Adjustment

Adjustment (12)
Adjustment to record general liability insurance to reflect recent quote.
Pro Forma Depreciation Expense
Test period Depreciation Expense
Adjustment

Pro Forma
5,962

949
4,055
5,004

12,144

9,376

Schedule S-C.1

350

7,645

603

1,308

9,701

575

745

9,376

Reference Sch E-3 & E-1
33,046.3 Annual Flow-Pro Forma
25,772.1 Annual Flow-Current
1.282 Flow Growth Factor

Reference Sch E-3 & E-1
1,964.0 Bills-Pro Forma
1,794.0 Bills-Current
1.095 Customer Growth Factor

Remove





Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Sewer)

Adjustment (13)
Adjustment annual A&G for 1/2 of $700 annual NAWC membership dues.
Pro Forma Expense Additions
Adjustment

Adjustment (14)
Adjustment to reflect the annual depreciation for pro forma plant in service.
Pro Forma Depreciation Expense
Test period Depreciation Expnse
Adjustment

Adjustment (15)
Adjustment to reflect the amortization of rate case expense.
Total rate case cost
Amortization period (years)
Annual amortization

Adjustment (16)
Adjustment to reflect the revenue taxes on pro forma revenue under present rates.
Revenue
Revenue Tax Rate

Less: Test Year Revenue Tax
Adjustment

Adjustment (17)

Schedule S-C.1

350
350

29,410
28,206
1,203

90,600 Guastella Assoc.-
4 Legal - T. Walker

22,650

357,715

0.95102%

3,402
1,460
1,942

Adjustment property taxes to reflect actual tax bills and rates for updated market values of Land, Building & Contents.

Market Effective

Value Tax Rate
Actual Tax Bills (Land Parcels) 36,000 0.005352
Actual Tax Bills (Bldgs & Content) 114,200  0.001870
Estimated Replacement Value:
Sewer Land Parcels 309,117 0.005352
Sewer System Bldgs & Content 2,163,329 0.001870
Pro Forma Property Taxes
Less: Test Year Property Taxes
Adjustment
Adjustment (18)
Increase the level of payroll taxes to reflect pro forma wages.
Pro forma costs (WP 7.4)
Test period costs
Adjustment
Adjustment (19)
Adjustment to reflect State and Federal Income Taxes.
Revenue 357,715
O&M Expense (278,866)
Depreciation (29,410)
Amortization (22,650)
Taxes - Other (15,422)
Interest Expense (80,938)
State Taxable Income (69,570)
State Income Tax Rate 5.000%
SIT
Federal Taxable Income (69,570)
Federal Income Tax Rate 14.923%
FIT

Pro Forma Income Tax
Test Period Income Tax
Adjustment

Property TY tax
Tax Amt TY plant
193
214 Adj plant
406

1,654 Remove
4,044
5,698
56
5,642

6,322
5,462
861

o

56
3,641,574

0.000015
3,311,864

50000
75000
100000
335000

over

141,200
40,000

181,200

70600

90600

FIT Taxable Income

50000
25000
25000
235000

0.15
0.25
0.34
0.39
0.34

(50,000)
(25,000)

(25,000)
30,430

(69,570)

(69,570)
(7,500)
(6,250)
(8,500)
11,868

(10,382)
14.923%





Schedule S-C.1
Daufuskie Island Utility Company, Inc.
Adjustments to Operating Statement (Sewer)

Adjustment (20)

Adjust bad debt expense to reflect rate increase.

Pro forma Bad Debt at Present Rates 4,640
Rate Increase Percentage 16.6%
Adjustment 771

Adjustment (21)

Adjustment to reflect the revenue taxes on pro forma revenue under proposed rates.

Revenue Requirement 443,987
Revenue Tax Rate 0.95102%
Revenue Tax at Proposed Rates 4,222
Revenue Tax at Present Rates 3,624
Adjustment 598

Adjustment (22)

Adjustment to reflect State and Federal Income Taxes. FIT Taxable Income 50,315
Revenue 443,987 50000 50000 0.15 50,000 7500
O&M Expense (260,081) 75000 25000 0.25 25000 6250
Depreciation (29,410) 100000 25000 0.34 25000 8500
Amortization (10,000) 335000 235000 0.39 (49,685) -19377.01763
Taxes - Other (10,596) over 0.34
Interest Expense (80,938)

State Taxable Income 52,964 50315.33942 2872.982374
State Income Tax Rate 5.000% 5.710%
SIT 2,648

Federal Taxable Income 50,315

Federal Income Tax Rate

FIT 10,566

Pro Forma Income Tax-Proposed Rates 13,214 13,407

Pro Forma Income Tax-Present Rates 15,814

Adjustment 2,600,

Adjustment (EB)

Adjustment to reflect State and Federal Income Taxes. FIT Taxable Income 68,778
Revenue 381,115 50000 50000 0.15 (50,000) 7,500
O&M Expense (259,310) 75000 25000 0.25 (25,000) 4,695
Depreciation (29,410) 100000 25000 0.34 (25,000)

Amortization (10,000) 335000 235000 0.39 168,778

Taxes - Other (9,998) over 0.34

Interest Expense ]

State Taxable Income 72,398 68,778 12,195
State Income Tax Rate 5.000% 17.730%
SIT 3,620

Federal Taxable Income 68,778

Federal Income Tax Rate 17.730%

FIT 12,195

Pro Forma Income Tax 15,814

Test Period Income Tax 0

Adjustment 15,814





Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Operating Expenses - Sewer

Wages

Benefits

Director's Fees

Sludge Disposal

Power

Chemicals

Supplies & Maintenance
Outside Services-Mgmt
Outside Services-Engineering
Outside Services-Accounting
Outside Services-Legal
Outside Services-Testing
Outside Services-Other
Other Operating Expenses
Transportation

Bad Debt

Insurance

Regulatory Commission Expense
Other A&G Expenses

Total O&M Expense

Depreciation

Amortization

Revenue Taxes

Property Taxes

Payroll Taxes

State and Federal Income Taxes
Total Operating Expenses

Schedule S-C.2

12 Months
Ended 12/31/10 Test Year
Expense Expense
38,856 48,318
4,183 4,540
3,000 2,250
0 0
33,726 27,085
2,646 2,137
5,785 13,802
63,473 67,316
0 2,775
0 600
0 4,940
8,790 12,182
5,321 411
0 0
8,759 5,217
42,494 12,144
7,000 7,000
16,833 9,432
7,547 7,642
248,413 227,790
28,170 28,206
0 0
1,460 1,460
34 56
19,192 23,494
0 0
297,268 281,006





Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Depreciation Expense - Sewer

Haig Point
Collection Mains
WW Pumping Plant
WW Treatment & Disposal Plant
Outfall Sewer Lines
General Plant-Structures
General Plant-Equipment
CIAC - Tap Fees
CIAC - Other

Melrose
Collection Mains
WW Pumping Plant
WW Treatment & Disposal Plant
Outfall Sewer Lines
General Plant-Structures
General Plant-Equipment
CIAC - Tap Fees
CIAC - Other

Depreciation Expense
Amortization of CIAC
Net Depreciation

Schedule S-C.3

Pro Forma
Pro Forma Depreciation  Pro Forma Depreciation
UPIS Balance Rate Utilization Expense
$ 2,055,817 2.198% 40.67% $ 18,376
37,680 4.255% 40.67% 652
514,614 2.484% 40.67% 5,200
66,704 2.000% 40.67% 543
- 2.725% 40.67% -
14,716 20.000% 40.67% 1,197
(124,295) 2.198% 40.67% (1,111)
- 2.000% 40.67% -
2,565,236 24,856
$ 62,462 2.198% 30.46% % 418
29,198 4.255% 30.46% 378
508,824 2.484% 30.46% 3,851
- 2.000% 30.46% -
22,772 2.725% 30.46% 189
4,203 20.000% 30.46% 256
(80,500) 2.198% 30.46% (539)
- 2.000% 30.46% -
546,958 4,553
$ 31,060
(1,650)
$ 29,410






Schedule S-D
Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems
Sewer Capital Structure and Rate of Return

Weighted

Amount Ratio Cost Rate Cost
Debt $1,406,877 49.9% 5.75% 2.87%
Equity 1,413,245 50.1% 2.86% 1.43%

$2,820,123 100.0% 4.30%





Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Sewer Billing Analysis at Present Rates

Schedule S-E

6/30/2011
Quarterly Annual Billed Quarterly Usage Base Chg Usage Total

Bills Usage (tg) Usage (tg) Base Chg Charge Revenue Revenue Revenue
Residential-DIUC 1,023.0 $80.00 $81,840 $81,840
Total gals 14,782.027 14,782.000 $0.96 $14,191 $14,191
Residential-MUC/BP 395.0 $58.50 $23,108 $23,108
Total gals 3,242.990 3,260.100 $1.41 $4,597 $4,597
1,418.0 18,025.017 18,042.100 $104,948 $18,787 $123,735
Commercial-DIUC 100.0 $129.16 $12,916 $12,916
Total gals 3,5652.620 3,553.000 $0.96 $3,411 $3,411
Commercial-MUC/BP 156.0 $99.00 $15,444 $15,444
Total gals 3,242.990 2,587.100 $1.41 $3,648 $3,648
Multi-Unit-MUC/BP 120.0 $99.00 $11,880 $11,880
Total gals 951.500 629.000 $1.41 $887 $887
376.0 7,747.110 6,769.100 $40,240 $7,946 $48,186
Total Sewer Revenues 1,794.0 25,772.127 24,811.200 $145,188 $26,733 $171,921

84.5% 15.5%

Availability Billing-DIUC 1,850.0 $40.00 $74,000
Availability Billing-MUC/BP 1,562.9 $58.50 $91,432
3,412.9 $165,432
Misc. Revenue (Late Chgs) 1.58% $5,415
Interdepartmental Revenue $0
Total Sewer Operating Revenue $342,767
Revenue Per Books $343,760
Immaterial Difference -$993

-0.29%





Residential-DIUC

Total gals

Residential-MUC/BP

Total gals

Commercial-DIUC

Total gals

Commercial-MUC/BP

Total gals

Multi-Unit-MUC/BP

Total gals

Total Sewer Revenues
Availability Billing-DIUC
Availability Billing-MUC/BP
Misc. Revenue (Late Chgs)

Interdepartmental Revenue

Daufuskie Island Utility Company, Inc.

Haig Point / Melrose Water and Wastewater Systems

Sewer Billing Analysis at Present Rates

Pro Forma Year-End 6/30/2012

Schedule S-E.1

Total Sewer Operating Revenue

Quarterly Annual Billed Quarterly Usage Base Chg Usage Total
Bills Usage (tg) Usage (tg) Base Chg Charge Revenue Revenue Revenue
1,080.0 $80.00 $86,400 $86,400

15,606 15,606 $0.96 $14,982 $14,982

440.0 $58.50 $25,740 $25,740

9,671 5,506 $1.41 $7,763 $7,763

1,520.0 25,277 21,112 $112,140 $22,745 $134,885

100.0 $129.16 $12,916 $12,916

3,553 3,553 $0.96 $3,411 $3,411

168.0 $99.00 $16,632 $16,632

3,519 2,807 $1.41 $3,958 $3,958

176.0 $99.00 $17,424 $17,424

698 461 $1.41 $650 $650

444.0 7,769 6,821 $46,972 $8,019 $54,991

1,964.0 33,046 27,933 $159,112 $30,764 $189,876
83.8% 16.2%

1,820.0 $40.00 $72,800

1,528.0 $58.50 $89,388

3,348.0 $162,188

1.58% $5,651

$0

$357,715





Residential-DIUC

Total gals

Residential-MUC/BP

Total gals

Commercial-DIUC

Total gals

Commercial-MUC/BP

Total gals

Multi-Unit-MUC/BP

Total gals

Total Sewer Revenues
Availability Billing-DIUC
Availability Billing-MUC/BP
Misc. Revenue (Late Chgs)

Interdepartmental Revenue

Daufuskie Island Utility Company, Inc.
Haig Point / Melrose Water and Wastewater Systems

Sewer Billing Analysis at Proposed Rates

Pro Forma Year-End 6/30/2012

Schedule S-E.2

Total Sewer Operating Revenue

Quarterly Annual Billed Quarterly Usage Base Chg Usage Total
Bills Usage (tg) Usage (tg) Base Chg Charge Revenue Revenue Revenue
1,080.0 $93.20 $100,653 $100,653

15,606 15,606 $1.12 $17,453 $17,453

440.0 $68.15 $29,986 $29,986

9,671 5,506 $1.64 $9,044 $9,044

1,520.0 25,277 21,112 $130,640 $26,497 $157,137

100.0 $150.47 $15,047 $15,047

3,553 3,553 $1.12 $3,974 $3,974

168.0 $115.33 $19,376 $19,376

3,519 2,807 $1.64 $4,611 $4,611

176.0 $115.33 $20,298 $20,298

698 461 $1.64 $757 $757

444.0 7,769 6,821 $54,721 $9,342 $64,062

1,964.0 33,046 27,933 $185,360 $35,839 $221,199
83.80% 16.20%

1,820.0 $46.60 $84,810

1,928.0 $68.15 $131,394

3,748.0 $216,204

1.58% $7,021

$0

$444,425





Schedule S-F.1
Daufuskie Island Utility Company, Inc.

Revenue Requirement

__ Sewer _
Equity Return $40,328
Gross Revenue Tax 0.95102% 516
Effective Income Tax Rate
Equity Grossed-Up
O&M Expenses 259,310
Depreciation 29,410
Amortization 10,000
Property Taxes 51
Payroll Taxes 6,322
Interest Expense 80,938
386,030
Gross Revenue Tax 3,706
389,737
Revenue Requirement $443,987
Revenue @ Present Rates 381,115

Percentage Increase 16.5%






Daufuskie Island Utility Company, Inc.

Rate Design - Sewer System

Metered Sales

Base Service:
Residential-DIUC
Residential-MUC/BP
Commercial-DIUC
Commercial-MUC/BP
Multi-Family-MUC/BP
Availability Billing-DIUC
Availability Billing-MUC/BP

Usage:
Residential-DIUC
Residential-MUC/BP
Commercial-DIUC
Commercial-MUC/BP
Multi-Family-MUC/BP

PRESENT
Quarterly
Rates

80.00
58.50
129.16
99.00
99.00
40.00
58.50

R R R e

0.96
141
0.96
141
141

BB BB B

Factor

1.00
0.73
1.61
1.24
1.24
0.50
0.73

1.00
1.47
1.00
1.47
1.47

PROPOSED
Quarterly
Rates

93.20
68.15
150.47
115.33
115.33
46.60
68.15

R R R e

112
1.64
112
1.64
1.64

@h B BB B

Percentage
Change

16.5%
16.5%
16.5%
16.5%
16.5%
16.5%
16.5%

16.5%
16.5%
16.5%
16.5%
16.5%

Pro Forma Existing Rates:
Service Charge Revenue
Metered Usage Revenue

Irrigation Revenue
Availability Revenue

Subtotal
Late Charge Revenue
Total Revenue

$ 159,112.00

30,763.98

185,588.00

$ 375,463.98

5,651.35

$ 381,115.33

Pro Forma Revenue Requirement:

Service Charge Revenue
Metered Usage Revenue

Irrigation Revenue
Availability Revenue

Subtotal
Late Charge Revenue
Total Revenue

Service Charge Rates

Residential-DIUC

Residential-MUC/BP

Commercial-DIUC

Commercial-MUC/BP
Multi-Family-MUC/BP
Availability Billing-DIUC
Availability Billing-MUC/BP

Usage Rates
Residential-DIUC

Residential-MUC/BP

Commercial-DIUC

Commercial-MUC/BP
Multi-Family-MUC/BP

0 to 18,000 gals (quarterly)
18,001 to 60,000 gals

Over 60,000 gals

$ 185,360.34

35,839.04

216,204.03

$ 437,403.41

6,583.64

$ 443,987.06

16.50%

Quarterly Bills
1,080

440

100

168

176

1,820

1,928

5,712

TG
15,606.0
5,506.0
3,553.0
2,807.0
461.0

27,933.0

41.75%
8.07%
0.00%

48.70%

1.48%

Schedule S-F.2

90.45%
8.07%

1.48%
100.00%

(Sch E.2 Results)
$ 185,360.39
35,839.05

216,204.08

$ 437,403.52

7,021.23

$ 444,424.75

Straight % Increase? YorN

16.50% | | y

Factor Factored Bills
1.20 1,296.0
0.88 387.2
1.94 194.0
1.49 250.3
1.49 262.2
0.600 1,092.0
0.880 1,696.6
5,178.4
$ 401,564.37
$ 77.55

Factor Factored Bills
0.90 14,045.4
1.30 7,157.8
0.90 3,197.7
1.30 3,649.1
1.30 599.3
0.0
0.0
0.0
28,649.3

$ 35,839.04
$ 1.25

Base
Usage

% Increase
16.5%
16.5%

16.5%

24.2%
16.6%

0.05
0.01

0.05
0.11
437.59
437.70





Company Proposed

Alternative Proposed

WATER Existing
Rate Increase Rate Increase

BASIC SERVICE:
Residential-DIUC $45.00 $106.05 135.7% $50.65 12.6%
Residential-MUC/BP $58.50 $106.05 81.3% $65.85 12.6%
Commercial-DIUC $63.00 $148.48 135.7% $70.91 12.6%
Commercial-MUC/BP $99.00 $148.48 50.0% $111.43 12.6%
Multi-Family-MUC/BP $99.00 $148.48 50.0% $111.43 12.6%
Availability Billing-DIUC $22.50 $76.36 239.4% $25.33 12.6%
Availability Billing-MUC/BP $58.50 $76.36 30.5% $65.85 12.6%
USAGE:
Residential-DIUC $2.00 $3.14 57.0% $2.25 12.6%
Residential-MUC/BP $1.77 $3.14 77.4% $1.99 12.6%
Commercial-DIUC $2.00 $3.14 57.0% $2.25 12.6%
Commercial-MUC/BP $1.41 $3.14 122.7% $1.59 12.6%
Multi-Family-MUC/BP $1.41 $3.14 122.7% $1.59 12.6%
TPL Treatment Plant-DIUC
0 to 18,000 gals (quarterly) $2.00 $3.46 73.0% $2.25 12.6%
18,001 to 60,000 gals $2.24 $4.08 82.1% $2.52 12.6%
Over 60,000 gals $2.54 $4.71 85.4% $2.86 12.6%
Irrigation-DIUC
0 to 18,000 gals (quarterly) $2.00 $3.46 73.0% $2.25 12.6%
18,001 to 60,000 gals $2.24 $4.08 82.1% $2.52 12.6%
Over 60,000 gals $2.54 $4.71 85.4% $2.86 12.6%
Irrigation-MUC
0 to 18,000 gals (quarterly) $1.20 $3.46 188.3% $1.35 12.6%
18,001 to 60,000 gals $1.20 $4.08 240.0% $1.35 12.6%
Over 60,000 gals $1.20 $4.71 292.5% $1.35 12.6%

. Company Proposed Alternative Proposed

SEWER Existing Ratep - Inpcrease Rate InE):rease

BASIC SERVICE:
Residential-DIUC $80.00 $148.01 85.0% $93.20 16.5%
Residential-MUC/BP $58.50 $148.01 153.0% $68.15 16.5%
Commercial-DIUC $129.16 $207.22 60.4% $150.47 16.5%
Commercial-MUC/BP $99.00 $207.22 109.3% $115.33 16.5%
Multi-Family-MUC/BP $99.00 $207.22 109.3% $115.33 16.5%
Availability Billing-DIUC $40.00 $95.47 138.7% $46.60 16.5%
Availability Billing-MUC/BP $58.50 $95.47 63.2% $68.15 16.5%
USAGE:
Residential-DIUC $0.96 $1.84 91.7% $1.12 16.5%
Residential-MUC/BP $1.41 $1.84 30.5% $1.64 16.5%
Commercial-DIUC $0.96 $1.84 91.7% $1.12 16.5%
Commercial-MUC/BP $1.41 $1.84 30.5% $1.64 16.5%
Multi-Family-MUC/BP $1.41 $1.84 30.5% $1.64 16.5%
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